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Dear Ms. Hallett:
This report presents the results of our financial management review of the Us. Customs -

Service. We conducted this study as part of our review of the effectiveness of Customs’ general
management and our financial statement audit of Customs. We found that Customs has some

major problems accounting for and controlling its resources. To address these problems, among

other things, Customs established a financial management structure to implement the Chief
Financial Officers Act of 1990. Efforts are also underway to develop a single, fully integrated
financial management system. However, top management's continued involvement and
commitment is essential if financial management improvements are to occur.

This report contains several recommendations to you in chapters 2, 3, 4, and 5. The head of a
federal agency is required by 31 U.S.C. 720 to submit a written statement on actions taken on
these recommendations to the Senate Committee on Governmental Affairs and the House
Committee on Government Operations not later than 60 days after the date of this letter and to
the House and Senate Committees on Appropriations with the agency’s first request for
appropriations made more than 60 days after the date of this letter.

We are sending copies of this report to the Chairmen and Ranking Minority Membérs of the

Senate Committee on Governmental Affairs, the House Committee on Government Operations,
the House Commitiee on Ways and Means, Subcommittee on Oversight; the Director of the
Office of Management and Budget; the Secretary of the Treasury; and other interested parties.
Copies will be made available to others upon request.

This report was prepared under the direction of Donald R. Wurtz, Director, Financial Integrity
Issues, who may be reached on (202) 275-0850 if you or your staff have any questions. Other
major contributors are listed in appendix II.

Sincerely yours,

Donald H. Chapin
Assistant Comptroller General



Executive Summary

Purpose

' The U.S. Customs Service is second to the Internal Revenue Service in the
amount of revenue collected for the federal government. In fiscal year

1990, Customs collected $19.1 billion in Customs duties on imported

merchandise, excise taxes, fines and penalties, and user fees. To
accurately account for such large:sums of revenue requires effective
accounting and internal control systems that ensure government assets are

5 properly managed accurately accounted for, and adequately safeguarded.

Thls report is part of GAO S overall review of the effectiveness of Customs
. general management as well as Ga0’s financial statement audit of Customns,

which is authorized by the Chief Fmanclal Officers (CFO) Acl: of 1990 ThlS

report discusses Customs’ effectiveness in accounting for. and controlling

funds and other resources and accurately reporting results of its
“operations. Because of extensive financial management problems

_ identified in prior G0 reports and during the course of its review, GA0"

des1gnated Customs as one of 16 “hlgh-nsk” areas in the government

K parhcularly vulnerable to fraud, waste, -and nusmanagement o

Background

Cusborns is part of the Department of the Treasury. Its multifaceted
mission—revenue collection, import/export control, and criminal
enforcement—has evolved since it was established in 1789. In the last
decade, the amount of revenue collected by Customs has more than

' doubled, from $8.2 billion in fiscal year 1980 to $19.1 billion in fiscal year

1990 For fiscal year 1990, Customs duties on imporl:ed merchandise
accounted for 90 percent of all Customs revenue collections. Excise taxes,
user fees, and fines and penaltles account for the remainder.

~ Customs’ accounting operations are centralized and performed by its

National Finance Center, which performs the accounting function for
Customs headquarters, 7 regions, 44 districts/areas, and 294 ports of entry
across the countly and in about 20 foreign countries.

Results in Brief

* “Customs faces the challenge of establishing_ adequate accountability and
" control ovet its resources, Its automated and manual accounts receivable

systems contain incomplete and inaccurate data. Customs also faces
ongoing problems in accounting for and controlling its property.
Furthermore, weak controls for identifying and collecting fees owed and
for debt collection may have resulted in millions of dollars in user fees and
delinquent accounts receivable not being collected. Recognizing many of
these problems, Customs has, among other things, established a cFo
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Executive Summary

- structure to address its financial management problems. Efforts are also
underway to develop a single, fully integrated financial management
» system. But some major ﬁnanclal management problems remain.

: 1'I‘he CFO' Act prowdes a: framework for correctmg many of Customs

financial management problems. Top management’s continued

- involvement and commitment are essential to achieving an effective
ﬁnanclal management envxronment and successﬁxlly implementing the act.

Pnnc1pal Fmdmgs

Financ1al Management
Systems Are Unrehable

. Customs’ accounung and internal control systems do not glve

management complete and accurate information to- effectively manage its

N resources, especially its accounts receivable and property. For example,

differences totaling millions of dollars exist between the amounts reported

In its property systems and its primary accounting system. Customs does

not know the amount of delinquent accounts receivable it should be *

| collectmg or the amount of property it is responsible for controlling.

Limited Controls Over
Revenue

Customs does not have adequate internal controls in place to ensure that it
identifies and collects amounts owed For example, Customs currently
does not capture information on the results of import document reviews to

- target future documents for review,

Millions of dollars in user fees may not be collected because Customs does
not routinely match amounts received from passengers and exporters with
amounts owed. Also, Customs’ collection efforts may be hampered by

" external lmpedlments suchas a statutory requirement that the carrier

issuing the ticket would collect the fee, rather than the carrier transporting
the passenger into the United States. Customs’ fiscal year 1990 review at
one airport showed that 6 of the 10 carriers audited had underpaid a total
of $1.9 million in passenger user fees. In addition, a May 1991 computer
match comparing documentation for exported merchandise with fee
collections identified exporters who had not paid any user fees.

System Deﬁciencies and
Weak Internal Controls
- Hamper Debt Collection

Customs continues to face serious problems collecting its delinquent
accounts receivable, which reportedly totaled $344 million as of
September 30, 1991. About $286 million in delinquent receivables were
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Executive Summary

reportedly over a year old as of that date. Gao found that Customs

* collection efforts were hampered because (1) agency systems did not

provide adequate mfoxmauon and (2) debt collection policies and

- procedures were not followed. In addition, delays can-occurinthe . . ..

“oreollection of protested bills if an importer files one: protest mvolving

. multiple claims. Further, the Debt Collection Act of 1982 does not allow

* Customs to use private debt collection agencies and admmistrative offsets |

to make collections.

Addifional Actions Needed “ |

to Enhance Systems
Development Effort

'Over the past 3 years; Customs has worked ontwo consecutwe systems
“development initiatives for replacmg its primary accounting system. The
- first initiative, an in-house effort; lacked adequate operating and reporting

requirements and was terminated. The current systems development effort

. uses off-the-shelf software. While this appears to be a step in the right

direction, additional actions would increase the likelihood of its success.
One step would be to closely coordinate Customs’ programmatic system
enhancement efforts with the current effort to design a new accounting
system to help avoid unnecessary developmental cost and ensure the
compatlblhty of the systems.

CFO Act Provides
Framework for
Improvements

The cro Act provides Customs with a broad foundation to improve its i
financial management environment. Customs has already taken a major |
step in implementing the act by designating the Assistant Commissioner

for Management as its CFO. A CFO structure is now in place to address its

financial management problems, However, financial management

improvements will not come about immediately. The continuing strong

support of top management will be critical to this effort.

Recommendations

6A0 is making several recommendations to the Commissioner of Customs
to help strengthen the accounting and internal control systems that

“account for its resources. GAO also recommends that the Commissioner

direct the Assistant Commissioner for Management, as the agency’s Chief
Financial Officer, to closely monitor Customs’ systems development
efforts so that known financial management problems are corrected.

Matter for
Consideration by the
Congress

" Page 4

The Congress should consider authorizing Customs to use private debt
collection agencies and administrative offsets by either amending the Debt
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Exeenﬂve Snmnury

~ Collection Act of 1982 or by mcludmg such provisions in legislation
, concemmg Customs programs

tancsr anta For fi\)e most part, Customs oohcuxred with GAO's recod\mendaﬁons.
Agency Comments . Customs stated that the report summarized the problems it has
, Co e expenenced and documents much of its progress in unprovmg its
operatlons ‘ N LTI S .

However Customs did not fully concur with two Gao recommendations In
- one case, GAO revised xts recommendatlon to address Customs concerns -

meet the intent of GAO s recommendation (see chapter 2)
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Chapter 1

Introduction

Background

As part of our financial statement audit and management review of the
U.S. Customs Service, we assessed the agency’s management and control
over its financial operations, including its financial management systems,
and its accountability over revenue and debt collection.

-‘Customs, a part of the Department of the Treasury, was initially created to

regulate the collection of duties imposed by the Congress on nnpoz_ted

. goods, wares, and merchandise, thereby raising revenue for the -

government. Since Customs creation in 1789, 1ts mission has expanded to
include ‘

assessing and collecting duties, excise taxes, fees, and penaltles due on
imported merchandise;
preventing fraudulent activities (to avoid payment of duties, taxes, and

fees) and smuggling;

regulating the movement of persons carriers (air or sea vessels), and

cargo entering and departing the United States;

intercepting illegal high technology exports to prohibited destinations;
cooperating with other federal agencies in suppressing the traffic in illicit
narcotics and pornography, o

protecting the American public by enforcing auto safety and emission
control standards, flammable fabric restrictions, and animal and plant
quarantine requirements on imported merchandise; and

protecting U.S. business and labor by enforcing regtﬂauons dealing with

’copynght, trademarks and quotas

As a primary borderenforcement agency, Customs also enforces over 400
laws and regulations for 40 other governmental agencies.

Customs is second to the Internal Revenue Service in the amount of
revenue collected for the federal government. In fiscal year 1990, Customs
collected $19.1 billion. Duties on imported merchandise accounted for 90
percent; excise taxes, 4 percent; user fees, 5 percent; and fines, penalties,
and forfeitures, less than 1 percent. As shown in figure 1, the amount of
revenue collected by Customs has more than doubled since fiscal year

1980
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Figure 1.1: Revenue Collected by the
* . U.S. Customs Service, Fiscal Years, -
1980-80

Financial
Management
Structure
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Source: U.S. Custom$ Service

In fiscal year 1990, Customs réceived $1 billion in appropriéted funds for
. . salariesand expenses. In addition, it received about $164 million in

reimbursements for overtime and services rendered to other federal
agencies, private organizations, and individuals, which were used to defray
its operating expenses.

The Commissioner of Customs is appointed by the Secretary of the
Treasury. Customs headquarters in Washington, D.C.,, is organized into
seven major offices headed by Assistant Commissioners for enforcement,
inspection and control, commercial operations, management, international
affairs, information management, and internal affairs.

The Assistant Commissioner for Management serves as Customs’ Chief
Financial Officer (cro). In this capacity, he provides advice and guidance
on financial management to the Commissioner and is responsible for the
formulation and execution of Customs’ budget and the development and
implementation of accounting, budgeting, and financial control systems.

Page 11 GAOG/AFMD.92-30 Customs Finaneial Management



Chapter 1
Introduction

The Customs Comptroller assists the Assistant Commissioner for

:Management and serves:as Customs' Deputy Chief Finanecial Officer. The

. _-Comptroller is responsible for budget planning and execution; developing
~...and implementing budget and planning information and control systems;
- developing and implementing accounting and financial control systems;

performing related analyses, such as resource utilization, financial .

-management and costs, workload, and productiwty, and admmistenng t.h’e" “
. ,\Management Control Program for the Customs Semce R

, Customs accoummg operauons are centrahzed at 1ts Natlonal Fmance
.- Center (NFC) in Indianapolis, Indiana. NFC performs the accounting

function for Customs headquarters and its 7 regions, 44 districts/areas, and
294 ports of entry across the U:S: and in about 20 foreign countries.
Specifically, NFc is responsible for (1) developing and implementing a
servicewide financial management program, (2) developing and providing
data processing and internal control services related to revenue, :
appropriations, and payroll systems and (3) maintaining central control of
all fiscal and accounting activities in Customs, and (4) preparing reports

‘'on revenues collected and the use of appropriations.

Customs’ Office of Logistics Management is responsible for planning,
implementing, and monitoring space and property management
servicewide. The National Logistics Center in Indianapolis, Indiana, is

. responsible for overseeing and administering regional logistics programs

and maintaining Customs’ Property Information Management System.

Customs reported in its fiscal year 1991 Federal Managers’ Financial

N Integrity Act (FMFIA) report that it has 17 financial management
- systems—1 primary financial management system, 15 subsidiary systems,

and 1 program system, The program system, known as the Automated
Commercial System (acs),! accounts for all revenue collected and provides
information to the primary accounting system, the Customs Accounting
and Management Information System, which serves as the general ledger
system. In combination, these systems are used to (1) record and control
appropriated funds and other financial resources, (2) record financial
information on the financial results of programs and administrative
operations, (3) prepare financial reports for use by Customs management,

- and (4) prepare financial reports on the results of programs and

administrative operations and the status of appropriated funds for external
parties, such as the Office of Management and Budget (oMB) and Treasury.

1ACS, which is comprised of 17 modﬁles (subwstems), processes import transactions, supports the
enforcement of import and export laws and regulations, and generates trade statistics. It also accounts

- for the collection of duties, taxes, fees, fines, and penalties.
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Chapter 1
Introduction

Objectives, Scope,
and Methodology

. Customs’ Office of Information Management is responsible for the
.. development, programming, implementation, and operational maintenance

of the Automated-Commercial System. This office is headed by the
Assistant Commissioner for Information Management. :

The objectives of our review were to (1) determine whether Customs’
financial management systems and operations adequately control

‘resources and accurately report financial management information, -
- (2) evaluate Customs’ efforts to identify duties and fees owed, (3) assess

Customs’ efforts to collect delinquent accounts receivable, (4) examine

"Customs’ actions to improve its financial systems, and (6) describe
~ Customs lIlltlal efforts to implement the Chief Financial Officers Act.

" To assess the adequacy of Customs’ financial management systemmsand
- operations, we reviewed our previous reports; those of the Subcommittee

on Oversight of the House Committee on Ways and Means, the Treasury
Office of Inspector General, and private consultants; and Customs’ FMFIA

-reports for fiscal years 1983 to 1991, We also interviewed financial

management officials at Customs headquarters, NFc, the districts, and

*  ports of entry concerning the weaknesses identified in our review to

follow up on selected accounnng systems problems.

We evaluated selected internal and external financial reports generated by
Customs’ financial management systems to determine if they contain
accurate and complete information and are useful to Customs in managing
its financial and program operations. We tested the reliability of system
information by comparing data among systems and against financial
reports submitted to the Department of the Treasury as of September 30,
1990, and September 30, 1991, Moreover, we reviewed the results of a

* March 1991 survey conducted by Customs’ Office of Management which

included an assessment of the adequacy of Customs’ training program for
ﬁnanmal management personnel.

To evaluate Customs’ efforts to identify amounts owed the federal
government, we reviewed Customs’ guidelines, practices, and records to
account for and collect duties and fees owed. We also followed up on
selected internal control problems regarding revenue collection activities
that we and Customs had prevxously reported to determine the status of
corrective actions.
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 To assess Customs’ debt collection efforts, we randomly selected for

. -review 427 bills from the Billings and Collections Module of Customs’
Automated Commercial System as of March 31, 1991. For each bill in our -
sample, we reviewed supporting documentation to determine (1) bond
coverage for the debt owed, (2) the accuracy of the bill, and (3) its

- ~icollection status. The universe from which these bills were selected

- --accounted for $94.3 million (57 percent) of total accounts receivable
- ($164.8 million) not under protest (disputed bills) for the three Customs
‘regions in our review—Pacific, New York, and Southeast. These three

o regions accounted for about $12.3 billion or 64 percent of total revenues

collected by Customs in fiscal year 1990

We also rev1ewed a Judgmental sample of 60 accounts receivable that were
under protest as-of March 31, 1991, to determine their collection status. By
design, this sample covered the various types of protests. As of March 31,
1991, Customs reported about 29,000 recexvables under protest, for a total

of $196.7 million,

To evaluate Customs’ efforts to improve its accounting systems, we
interviewed financial management officials at Customs headquarters, NFC,
and the Department of the Treasury. We reviewed a 1988 report prepared
by a private consultant which evaluated various systems enhancement
alternatives. We also analyzed systems documentation for financial
modules developed in-house and reviewed a Customs task force report on
the feasibility of using off-the-shelf software as an option. We compared
the systems guidelines in the Federal Information Processing Standards
Publications and our publication, Critical Factors in Developing
Automated Accounting and Financial Management Systems, to the
systems documentation for the proposed systems.

To assess Customs’ efforts to implement the Chief Financial Officers Act,
we reviewed the requirements of the act, oMB implementation guidance,
and Treasury’s and Customs’ organization implementation plans. We also
interviewed financial management personnel at Customs headquarters,
NFC, the regions, districts, and ports of entry on financial management

- issues mandated in the act.

We conducted our review between May 1990 and December 1991 in
accordance with generally accepted government auditing standards. Our
work was performed at Customs headquarters offices in Washington, D.C,,
and its National Finance Center and National Logistics Center in
Indianapolis, Indiana. We also performed audit work at three districts and
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five ports of entry—Los Angeles District, Savannah District, Miami

. -District, New York Seaport, Los Angeles International Airport, John F.
Kennedy International Airport, Atlanta Hartsfield Intematlonal Airport,

:and Mlaml Intematxonal Au'port;. ‘

v The“remamder of this report is organized as follows, Chapter 2 discusses

- weaknesses in Customs’ accounting and internal control systems and

- emphasizes problems in receivables and property. Chapter 3 discusses:
internal control problems in identifying “for collection” duties and fees
owed, and problems in collecting delinquent accounts receivable are
discussed in chapter 4. Chapter b describes Customs’ efforts to improve its
accounting systems. Chapter 6 discusses Customs’ efforts to implement
the Chief Financial Officers Act and our perspectives on actions Customs

needs to take to fully address the act’s requirements,
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Chapter 2

Financial Management Systems Do Not
Adequately Account For and Control

Resources

Customs’ accounting and internal control systems do not provide -

. management complete and accurate financial information to effectively

manage its resources, especially its accounts receivable and property. In

-addition, Customs’ financial reports do.not accurately reflect its financial

o position, Lastly, financial management personnel lack adequate training to

; effectrvely carry out thelr assrgned duties and responmblhtIes

o '\ ' Customs has generally acknowledged serious weaknesses in its
. accounting systems in both its annual Federal Managers’ Financial

Integnty Actreports and quahty assurance reports. While efforts are

' currently underway to address many of these problems, there are no

simmiple solutions. Makmg the investment in modern systems and ensuring
adequate training for personnel to enable Customs to produce information
that will be useful and relevant to declslonmakers will be a challenge for

top management. o

Accounting and
Financial Systems
Standards .

Customs financial management ofﬁc1als told us that they are cun'ently
~ using the accountmg standards contamed in our Policy and Procedures -

Manual for Guidance of Federal Agencies,! as these standards: represent

‘ apphcable accountlng standards for Customs under the CFO Act.

The Budget and Accountmg Procedures Act of 1950 (31 U S C. 3511 (a))
directs the Comptroller General, in consultation with oMB and Treasury, to

. prescribe accounting prmclples, standards, and related requirements for
_executive agencies to follow. ‘The Federal Accounting Standards Advisory

Board, established in October 1990 is currently examining these standards
and will recommend revisions for issuance by Gao and oMB jointly.

In March 1991, the Board recommended that agencies continue to use, on
an interim basis, the standards contained in agency accounting policies,
procedures manuals ‘and/or related guidance to prepare their financial
statements under the Chief Financial Officers Act. Where these standards
differ from our Policy and Procedures Manual for Guidance of Federal

Agencies (Title 2), agencies are to fully disclose the differences and the

' 1GAO’s Policy and Procedures Manual for Guidance of Federal Agencies contains the principles,

and related requirements to be observed by federal agencies. Specifically, appendix I of
Title 2 of the manual prescribes the accounting principles and standards. Titles 4, 5, 6, and 7 of the
manual specify requirements governing claims; transportation; pay, leave, and allowances; and fiscal
procedures, respectively. Also, agency accounting systems must comply with the Comptroller
General's internal control and accounting system standards, as prescribed in appendixes Il and III of
Title 02 of the manual, respecﬁvely, as well as requirements set forth in the Treasury Financial Manual ‘
and OMB circulars. . '
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Financial Management Systems Do Not
Adegquately Account For and Control

. 'altematwe accounting basis used in preparing their statements. We and
., OMB adopted thls recommendaﬁon '

. Addltlona]ly accordmg to our Pohcy and Procedures Manual for Guidance
of Federal Agencies, agency accounting systems must be an integral part
of the agency'’s total financial management system and must provide
sufficient discipline, effective internal controls, and reliable and useful
mfonnahon An accountmg system encompasses the total structure of

] methods and procedures used to. record classify, and report information
on the ﬁnanclal position and operanons of a governmental unit or any of
its funds, balanced account groups, or organizauonal components, It

.. includes the manual and automated procedures and processes from the

_ pointa transacuon is nutlated tothei issuance of financial statements and

other management reports contammg the data in detail or summary form.

‘ ! TSt ade Over the years, Gao, the Treasury Inspector General ‘a‘congressional”
Customs Fmanma;l '~ committee, and Customs have identified serious weaknesses in Customs’
Management " accounting and internal control systems. These financlal management

Problems Have Been ; problems and those discussed in subsequent chapters contributed to our
' R rted P 1 decision to deSIgnate Customs as 1 of 16 “high-risk” areas particularly
GPO LE( revious y _ vulnerable to fraud, waste, and mismanagement, Examples of problems
: ’ R identlﬂed mclude the followmg

e Customs reported in 1ts 1983 FMFIA report that accrual accounting for
" liabilities was not fully practlced as required under Title 2, ~
~« Customs first reported in its 1986 FMFIA report that the Customs
" Accounting and Management Information System—its general ledger
system—does not provide management with reliable data on the cost of
" carrying out operatlons -
« According to our February 1987 report,? Customs d1d not design the
© Automated Commercial System, its program system, to (1) clearly
' document how the system operates so that modifications could be made
quickly and easily or (2) develop formal test plans for use in testing
programs to ensure that software will meet user needs.
« Inits 1988 FMF1A report, Customs reported that the general ledger lacks
data integrity, numerous accounts have abnormal balances, and the equity
~ accounts have been arbitrarily adjusted to balance corrections made to
asset and habxhty accounts R

2System Integrity: Stronger Controls Needed for Customs’ Automated Commercial System
(GAG/IMTEC-87-10, February 10, 1087). ..
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Financial Management Systems Do Not
Adequately Account For and Control
Resources

" Accounts Receivable
Are Not Adequately
Accounted For

In February 1990, the Subcommittee on Oversight of the House Committee

. on Ways and Means reported® serious design flaws in Customs’ Automated

Commercial System. According to this report, changes to the system have

. occurred at a breakneck pace since its initial implementation in 1984, and

many changes have been implemented without either documentlng how

- 'the system operates-or. tesimg itadequately.

In June 1990, we reported* that Customs cannot base the merchandise -
processmg fee it assesses on: imports on its actual operating costs. One of
the reasons was that Customs does not have a work measurement system
that accurately reflects the resources used for processing cargo.
According to the Treasury Inspector General’s February 1991 report® on
contract administration and closeout procedures, contract payments were
made without proof of delivery or acceptance of the goods/services as

specified in the contract. Additionally, the system used to process
procurements does not have mformauon on the amount available for all

contracts. .
We reported® in June 1991 that internal control weaknesses governing

-overtime pay to Customs inspectors allowed errors to go undetected when - -

prepanng overtime documentatlon, certlfymg payments and entermg data
in the overtime syslaems v

Customs 1991 FMFIA report and our work indicate thax the above problems
have not been resolved.

Ci;stoms does not ‘effectively account for and control its accouht_s
receivable due from the public, which reportedly totaled about $534

‘million as of September 30, 1991. Customs’ automated and manual

accounts receivable systems contain incomplete and inaccurate data. In
addition, Customs lacks a single, integrated accounts receivable system.
These problems stem from insufficient internal controls and system design
deficiencies which do not ensure that information from source documents
is being recorded accurately into the systems.

rt on Abuses and Mismanagement in U.8. Customs Service Commercial Operations
Gfb&mxmm on Oversight of the Commitiee on Ways and Means, U.S. House of Representatives,
"February 8, 1990).

4U.8. Customs Service: Merchandise Processing Fee: Examination of Costs and Alternatives
(GAW/GGD-90-91BR, June 15, 1990). .

SContract Adminisu-ahon and Closeout Procedures at the U.S. Cusboms Service (Department of the -
Treasury, Office of the Inspector General-OIG-91-024, February 6, 1991).

$Customs Service: 1911 Act Gaéeming Overtime Is OQutdated (GAOIGGD-91-96, Juhe 14, 1991),
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Chapter 2 . e
Financial Management Systems Da Not
Adequately Account For and: Control
Resources

Accounts Receivable

Balance Is Unreliable o

- Customs’ reported accounts recelvable balance is incomplete and
inaccurate because of problems in two areas: (1) duties and fees and

(2) fines and penalties. In the duties and fees area, Customs uses

- cash-based rather than accrual-based accounting to record revenue, which

does not-conform to the Title 2 standards it has adopted. As a result,

- -Customs is understating its accounts receivable by recognizing revenue at
- the time it is received, rather than when it is earned. Thus, in practice, =

Customs currently recognizes revenue when the importer or broker pays
estimated duties and fees rather than when it releases the merchandise
into the country for consumption, which is generally 10 days earlier.” For
that 10-day period, Customs is not recognizing revenue it is owed.
Furthermore, if importers file their import documents on time but do not

- pay estimated duties and fees at that time, this period can be much longer

than 10 days Late payment of dutles and fees is discussed in chapter 3.

The second area in wlruch Customs accounts receivable balance is
inaccurate is in the fines and penalties area, Our review showed that the
accounits receivable balance for fines and penalties is based on estimates
that may grossly understate the true amount owed. Customs recognizes
that large differences exist between the amounts of fines and penalties
assessed, mitigated, and collected; however, the accounting data do not

‘adequately consider these differences. When importers or brokers violate

trade regulations, it is Customs’ policy to assess the fine or penalty at the
maximum amount established by law, based on supporting evidence
available. However, this amount can be mitigated, that is, it can be reduced

by negotiations between Customs and the violator.

Although Customs seldom expects to collect the full amount assessed, it
expects to collect the mitigated amount. However, through the appeals
process, the mitigated amount can be reduced to a nominal amount.

‘Because of this process, over the past several years, NFC personnel have

estimated the ‘collectible amounts by multiplying the mitigated amount by
.2 percent. The resulting amounts are recorded as the accounts receivable
for fines and penalties. While Customs reportedly had cumulative
outstanding mitigated fines and penalties of about $1.9 billion as of

June 30, 1991, it estimated a receivable amount of about $3.9 million for

that quarter using this approach.? .

In order for goods to be released, Customs must approve certain unport documents which are used as
a control to ensure that esﬁmated duties and fees are subsequently paid. These documents are not
used to establish accounts receivable.

®In addition to the $3.9 million, Customs recorded $186.7 million related to fines and penalties cases
referred to the Department of Justice for the quarter.
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* Additionally, we have some concerns with Customs’ recording of accounts
- receivable for fines. Fines, known as liquidated damages, are assessed
when there is a breach in the contractual relahonslup between the
 importer and Customs. At times; the mitigated amount, not the .2 percent
‘of the nutxgated amount ‘accurately represents the amount to be collected,

* For example, importers filing impott documents later than 10 days after

the release of their merchandise are assessed, based on statutory
_ requirements, liquidated damages equal to the value of the merchandise.
The mitigation process allows the liquidated damages to be reduced to -
nominal amounts based on'an administrative fee plus interest. A Customs
 official told us that in many hqmdated damage cases involving this type of
violation—a late filing—the mitigated amount is the amount collected.
" However, the accounts receivable, which is used only for financial
- reporting purposes, is recorded at .2 percent of that norinal amount,
‘thereby understating the accounts receivable. The assessed or mitigated
-amounts are the balances that Customs uses to pursue collection from
‘ mdmdual lmporters D

A smular problem exists w1th penalty cases. Penalty cases involve an

intentional misrepresentation of merchandise brought into the United

States for consumption. These cases can involve several stages of

mitigation which may reduce very large penalties to much lower amounts

by the end of the process. In the last stages of mitigation, the mitigated

amount, not .2 percent of that amount, may accurately represent the

~-amount o be collected, However, personnel at NFC have no way of

" knowing whether the mitigated amount obtained from Customs’

- automated system represents the initial or final stages of mitigation and

whether, as a result, that amount or .2 percent of it is closer to the actual

amount to be collected. This is because Customs does not maintain

historical information on the collection status for fines and penalties at

various stages of mitigation. Customs plans to create a file in its

- automated system to capture the historical data on the amount and

~ collection of each fine and penalty This enhancement effort is scheduled
to be completed in 1993 :

In addition to these problems NFC personnel could not support the basis
for using the .2 percent figure in their accounts receivable calculations.

- During the course of our review, Customs revised this estimate, based on
its past collection experience, to 1.68 percent in its Schedule Trs 220.9,
“Report on Accounts and Loans Receivable Due From the Public” as of
September 30, 1991. Our work did not include an assessment of the
reasonableness of this percentage.
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} Although Customs has not performed any in-depth analysis to determme
- the root causes of the differerices between the amounts assessed,

mitigated; and collected; Customs officials told us that these differences

L .- result primarily from @ the statutory requirements for assessing fines and

penalties and (2) the mitigation process, which allows the amount

§ . assessed to be reduced to nominal amounts, This area will be further

mveshgated in our ﬁnanc1al statement audlt

Other Accounts Recelvable
D1screpanc1es

Our sample rev1ew of 427 lndmdual bills not under protest as of March 31,
1991 showed that some of the accounts receivable recorded in Customs’
automated system did not belong to Customs. Specifically, 12 bills valued

at $1.2 million involved taxes for bulk liquor, which are the. responsibility

of Treasury'’s. Bureau of Alcohol, Tobacco, and Firearms. (Customs is -

- responsible for collecting deferred taxes on bottled liquor.) According to

Customs personnel, these errors were caused by importers or their
brokers when coding the type of liquor on their import documents. Except
for import documents selected for review by import specialists, there are

. no controls in place to ensure that coding errors made by

importers/brokers are detected. A Customs debt collection official
informed us that Customs is in the process of identifying and contacting
nnporters/brokers to make them aware of the problem so that they can

.avoid future codmg errors.

. The accuracy of the accounts recelvable balance is also questionable

based on our sample review. Our sample of 174 unpaid bills identified 18

~for which the source documentation did not agree with the amount
‘recorded in the Billing and Collections Module of Customs’ Automated
-Commercial System. These 18 bills were recorded in the system at about

$3,957,000, but the supporting documentation showed the total was about
$3,802,000. While the net difference between the amount recorded in the
system and the supporting documentation was only about $155,000,
individual accounts varied greatly. In one case, Customs issued a bill for

~ about $1.1 million, but source documentation showed that only about

$685,000 was due. Customs officials were generally unable to explain the
differences found in our sample.

Lastly, in our March 1991 report, U.S. Customs Service: Efforts to
Strengthen Controls Over Mail Imports Duties and Fees (GA0/GGD-91-37), we
reported internal control weaknesses in Customs’ systems for assessing
and accounting for duties and processing fees on mail imports. For

- example, the systems cannot track which assessments were collected and
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which were outstanding. As of the end of fiscal year 1990, Customs

- records showed that about 320,000 bills totaling about $10 million were
-~ delinquent. A Customs official responsible for mail collections estimated -
" that about two-thirds of the bills reported as delinquent had been paid. By

December 1991, Customs had implemented the Automated Mail Entry

‘Writing and the Mail Entry Collection Systems to address these problems.

Accounts Recéix}é.blé .
Systems Are Not
Integrated

Property Is Not
Effectively Accounted
For and Controlled

~No single system currently captures all amounts (duties, fees, ﬁnes, and

penalties) owed Customs from the time they are assessed to when they are

- collected.

Our review showed that one major reason why Customs lacks an
integrated accounts receivable system is that the Automated Commercial
System, its program system with major financial implications, was
developed to facilitate Customs’ commercial operations, notasan .
accounting system, For example, the Fines, Penalties, and Forfeitures

- Module of Acs was designed to provide various management reports
- enforcement information, and a case chronology. While this module

contains information on the fines and penalties assessed violators, it does
not establish these amounts as individual accounts receivable or
summarize this information dxrectly in the general ledger system and on

‘_ﬁmmmal reports.

Because it lacks an mtegrated accounts receivable system, Customs must
manually prepare financial reports using information from a number of

. automated and manual systems. In addition to being highly labor-intensive,

and thus more costly to administer, such manual procedures increase the

* opportunity for error and the likelihood of inaccurate reporting. .

-Customs faces ongoing, serious problems in accounting for and

controlling property used to support its functional operations, such as
automated data processing (ADP) equipment, aircraft, boats, and vehicles,
For fiscal year 1990, large differences existed between the results of
Customs’ physical inventory, its property system, and the general ledger
system. Although the fiscal year 1991 inventory effort was a major
improvement over the prior year, these differences still totaled millions of

* dollars, In addition, government furnished properties and spare parts

provided to contractors were not always recorded in Customs’ accounting
or property systems. As a result, hundreds of millions of dollars in

_property are susceptible to fraud, waste, and misuse.
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- . Our Policy and Procedures Manual for Guidance of Federal Agencies

" requires federal agencies to establish appropriate internal controls over all
- assets and maintain property records on all government owned property.
- " It further states that agencies must establish accountability and exercise

- -appropriate oversight and control over government property furnished to

third parues such as contractors..

-Customs first reported that it lacked accountability and control over its
-property in its 1983 FMFIA report. Subsequent reports continued to list

accounting and internal control weaknesses in property. Because the -
Property Information Management System implemented in 1989 was

expected to correct these weaknesses, Customs’ 1989 FvFIa report did not

list these weaknesses as a problem.,

Differences Exist Between

Physical Inventory and
Accounting Systems

Large differences exist between the results of Customs’ physical inventory,
its property system, and the general ledger system. Since 1988, Customs

 offices throughout the country have ¢onducted an annual physical

inventory of property. The results of the physical inventory are compared
to inventory data in'the property system. Differences are to be reconciled
and appropnaxe records ad]usted. )
Customs could not give us the xmtial servicewide results from its fiscal

year 1990 physical inventory because the physical inventory process had

" no uniform “start” or “end” date, However, a year after the physical

inventory was begun and reconciliation efforts had been in process,

" Customs’ April 1991 Property Information Management System Inventory

Discrepancies Report disclosed that 3,926 items listed in the property
system still had not been found; 1,798 items were not at the location listed
in the property system; and 1,902 items observed were not listed in the
property system. Some of the items that could not be found included a
helicopter, a mobile home, a radio tower, boats cars, dogs, and ADP
equipment. _

We were able to determine the initial results of the physical inventory for |
the Southeastern Region. As of June 1990, 7,343 items listed in the
property system had not been found; 1,111 items were found that had not

" been recorded in the property system; and 661 items were listed under the

wrong organizational code. As of April 1991, many of the earlier
discrepancies had been reconciled, with the unresolved totals being 600,

247, and 240, respecmvely
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Because the discrepancy report did not list dollar amounts, and Customs
could not readily give us this information, we were unable to determine

- - the dollar value of the discrepancies. However, according to a Customs
- official, the 1990 physical inventory effort—from March 1990 through June

1991—identified a total of 10,006 items which Customs estimated to be

- valued at about $46 million that were counted but not recorded in the

property system

: Customs ﬁscal year 1991 physica.l mventory was a major improvement -

over the prior year’s effort. For the 1991 inventory, Customs established
uniform “start” and “stop” dates of July 1, 1991, and September 30, 1991,

- respectively. Unlike the previous effort, Customs officials were able to

provide the dollar.amount of the items that had not been found durmg the

- physical inventory. As of November 12, 1991, 8,553 items with a total value

of about $16.4 million either had not been found or had not been
physically counted. Customs determined through its reconciliation
process that as of January 1992, 4,220 items totaling about $6.2 million

" should be removed from the property system because the items had been

lost. Furthermore, Customs officials determined that 399 items counted
were not recorded in the property system, compared to 10,006 items in the

- 1990'physical inventory. As of December 11, 1991, the difference between -

the physical inventory and the property system totaled $6.8 million.

‘The property systexﬁ should serve as a subsidiary system with detailed
‘information to support the property balance in the general ledger.

However, as of September 30, 1990, the property system showed
$599 million in property and equipment, while the general ledger system
showed about $404 rmlhon

Differences between the property system and the general ledger system
can be partially explained by the inconsistent policy on the dollar value of
property recorded in the accounting systems. Specifically, Customs

- Directive 5230-12, dated June 18, 1990, prescribes that property with a unit

purchase price of $1,000 or more and an expected useful life of 1 or more

. years be capitalized. This policy is followed for items recorded in the

general ledger. However, Customs’ 1990 Property Officers Handbook
requires that items with a dollar value of $300 or more be recorded in the
detailed property system. Therefore, part of the difference between the
property system and the general ledger system is attributable to the items

- valued between $300 and $999 that were mcluded in the property system

total.
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However, for the fiscal year 1991 effort, Customs was able to differentiate

e between the capitalized items and the expensed items in the property

' system. A comparison of the property system balance for capitalized items

- and the general ledger for' property and equipment showed a difference of

. about $61.8 niillion. The balance for the property system was about $542.8
* million, and the general ledger system balance was about $604 6 Imllion |

. Other factors conmbuted to the above property differencw First, failure ‘
v to understand the property systemis a major contributmg factorto o
. dlscrepancles between (1) the physical inventory and the property system
~and (2) the property system and the general ledger system. Customs ‘
Property Information Management System was implemented in 1989,
- Initially, headquarters personnel provided training for this system to
- selected regional personnel, who in turn were respon51ble for trammg
‘users at the districts and ports.

ThJs trammg approach proved to be madequate. Customs officials told us
that many. local property officers had not received training on the property
- system and that training was scheduled to begin in November 1991. As a
_result of the lack of training, local property officers did not know that the
method used to process property acquisitions can significantly affect the
action for receiving the property. Specifically, when acquisitions are -
processed through the Automated Receiving Reports System, a temporary
property file is created in the property system requiring that a property
identification number be entered upon receipt of the property. If, however,
. an acquisition is not processed through the Automated Receiving Reports
: System, the local property officer must create a file in the property system
when the property is received. Since many local property officers are not
aware of these two methods for processing acquisitions, some items are

- not being entered into the property:system and some items are recorded

- twice, " - Lo S ' ' ,

Improper classification of property acquisitions also makes it difficult for
Customs to reconcile differences between the general ledger system and
. the property system. We found that some Customs personnel were
expensing property items which should be capitalized and vice versa. For
example, a March 1991 transaction involving leasehold improvements with
a value of over $25,000 which should have been capitalized had been

- expensed. Several maintenance contracts valued between $120 and $550
which should have been expensed had been capitalized. It is especially
important that personnel understand the importance of correctly applying
the capitalization requirements because the general ledger system does
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- not have an automated edit to identify items mcorrectly classified. as
s capltahzed 1tems and thus bnng them to management’s attentlon '

reconciling its property differences. In addition, in July 1991, Customs
developed a Property Information Management System Action Plan
identifying its property problems and planned corrective actions. One of
the planned corrective actions will establish a central data entry unit to

.- ¢reate-a temporary file in the property system for acquisitions not -
5 processed through the Automated Receiving Reports System, thus
: enabhng all receipts to be processed uniformly. Customs officials told us

the central data entry unit is scheduled to be implemented in 1992. If
successﬁr]ly implemented, this process should reduce errors and

‘significantly improve the accuracy of Customs’ property records. Customs

officials also told us that a task force was established to address the issue

.. -of proper classification in January 1992,

Government Furnished
Property and Spare Parts
Are Not Recorded in the
Accountmg Systems

-Our review showed that Customs’ accounting systems do not account for
-all government property and spare. parts furnished to contractors. Customs
* furnishes property to contractors who provide services for its seized
- property activities and aircraft and vessel operations. Additionally, the
- contractors maintain inventories of spare parts for Customs to use on its
. aircraft and vessel operations. As of November 1, 1991, Customs estimated

that about $65.8 million’in government furnished tools and equipment and
about $66.2 million in spare parts were in the hands of its contractors.

' Because Customs’ systems do not distinguish between property held by its
personnel and property provided to contractors, the government furnished
property recorded in its systems cannot be easily determined.

Customs lacks policies and procedures on how to account for government

_furnished property. Without such policies and procedures, Customs field
“locations account for these items inconsistently. Government furnished

propertyis being recorded in the general ledger, the property system, or
notatall,

Through ﬁeld v1s1ts to each of its contractors, Customs is currently trying

to determine (1) the value of government furnished property now in the
hands of its contractors and (2) what government furnished property is
currently recorded in either the property or general ledger systems. In
addition, a handbook detailing how to account for government furnished
property is expected to be completed in fiscal year 1992.
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. In addition to the accounting system problems previously discussed, our

" “review disclosed other instances in which Customs financial reports do
not accurately reflect Customs’ financial position. These financial

- reporting issues will also be further mvestlgated in our ongoing financial
: statement audlt of Customs AR r

, Speclﬁcally, we found the followmg

‘In order to ba]ance 1ts assets with hablhues and equlty, Customs used an
‘unsupported amount of about $1.3 billion in the equity section of its fiscal

year 1990 Report on Financial Position.

Contingent liabilities are not disclosed in the notes to the financial ’
statements as required by Title 2. Refunds that are likely to be made to
exporters who apply for drawbacks (refunds of duties collected on

- merchandise initially imported and now being exported) are not disclosed.

Customs also did not report any contingent liabilities for amounts :
collected under protest and litigations pending against Customs. In fiscal

- year 1990, Customs paid about $700 million in drawbacks and other.

refunds to importers who made excessive payments in duties.and fees, "
Although Customs’ delinquent receivables have averaged about -

$100 million from fiscal years 1984 to 1990, it reported an annual,
allowance for doubtful accounts of about $2 million in its Report on ,
Accounts and Loans Receivable Due From the Public for’ ﬁscal years 1988
through 1990, There was no support for the amount reported. Customs
recently developed a methodology for calculating its allowance for - -
doubtful accounts. Using this methodology, it reported about $179 million
as of June 30, 1991. This methodology, however, does not adequately
consider historical collection information and the various stages of
mitigation (that is, negotiations which can reduce the amounts of fines and
penalties owed).

As of March 31, 1991, the reported $191 million in current accounts
receivable due from the public was understated by $44.6 million because

(1) a reporting error incorrectly categorized certain resolved protests® as

noncurrent. As a result of our work, Customs manually adjusted its
June 30, 1991, financial report to reflect some of the mcorrectly
categonzed protests as current recelvables

These include protests “filed untimely” which are automatically denied, protests comp]etely denied,
and partly denied protests. Partly denied protests would include a decision that was denied in one part
and upheld in anather.
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Personnel Lack
Adequate Training

Alack of adequate training for Customs financial management personnel

- - contributed to the problems Customs encountered in controlling and
~accounting for its- resources and in prepanng complebe and accurate

financial reports.:

© The 1985 centralization of Customs’ accountmg operatlonsat NFC. resulted
~in‘only 5 percent of its workforce having prior Customs: expenence NEc

officials told us that this occurred because most of their financial
personnel did not relocate from Customs offices in the regions and
‘headquarters. The lack of a structured training program for financial
management personnel compounded th1s problem.

 AMarch: 1991 Customs Office of Mana,gement survey of financial

management personrniel confirmed the lack of adequate training.

- Specifically, 31 of the 50 respondents at NF¢ felt that the training they had

received for their present position was poor or very poor. Of the 37
respondents in the Office of the Comptroller, 15 also felt that training was
POOr Or Very poor. »

'We believe that the lack of training caused 2 number of the problems with

Customs’ financial reports. For example, we found that personnel
responsible for preparing the financial reports to the Treasury could not

- document the source for an amount in the equity section of the Report on
- Financial Position. Also, the Chief of the Revenue Branch at NFC could not
- document the basis for the calculation used to estimate an accounts

receivableé for fines and penalties.

To address some of its training needs, Customs hired a training program

| manager at NFC, who has given several training courses on finance-related
“matters since June 1991. Training classes on Customs’ accounting systems

are also to be developed. In addition, the Office of the Comptroller has

" developed training requirements for financial management personnel. The
‘requirements list the types of training courses that would enhance the

staff’s abilities to carry out assigned duties and responsibilities.

Conclusions

While efforts are underway to address many of Customs’ problems, more
needs to be done to account for receivables, account for and control
property, and prepare useful and reliable financial reports. Some of these -
efforts pose new challenges to Customs management on how to address
the agency’s accounting and internal control system problems.
Successfully implementing an integrated accounts receivable system

{
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would give Customs accurate and reliable information on amounts owed

-- the government from the time duties, fees, fines, and penalties are

- --assessed to when they are collected. Such a system would ;help:provideﬂ e

managers useful and relevant information in their decision-making,

[ T

Recommendations

We recommend that the Conumssmner of Customs dlrect the Chief

‘ Fmancial Oﬁ'icer to

i ,.record the accounts recelvable balance for fines and penalues in the
- general ledger and on financial reports at the full amount assessed and

establish an allowance for doubtful accounts that (1) reduces the accounts

receivable to the net realizable value and (2) is determined by mcludmg an
~ adjustment based on Customs’ historical experience with the mitigation
.. process and an evaluation of the debtor’s ability to pay;

develop and implement an integrated accounts receivable system to
record and control all amounts (duties, fees, fines, and penalties) from the
time they are owed until they are collected or determined to be
uncollectible; and

-account for and control property by (1) momtormg the central data entry

process to ensure accurate recording of acquisitions, (2) training local
property officers on the property system to ensure proper recording of
receipts, transfers, and disposals, (3) developing procedures to clearly
identify property that should be capitalized or expensed, and

(4) developing procedures to ensure all government furnished property is
recorded consistently and accurately in Customs’ accounting systems.

Agency Comments

For the most part, Customs concurred with our recommendations, but did

. hot agree with our recommendation concerning the treatment of accounts
. recejvable, However, Customs’ National Finance Cénter Director told us in
- a subsequent discussion that Customs does not really disagree with our

recornmendation on accounts receivable. He said that Customs wanted to
emphasize its plans to disclose accounts receivable net of uncollectible
amounts in the financial statements. The basis and the amount of the
uncollectible amounts will be disclosed in a footnote to the ﬁna.ncxal
statements, ‘
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In fiscal year 1990, Customs collected $19.1 billion in duties, taxes, fines

- - -and penalties,- and user fees. However, limited internal controls and

deficient policies regarding the amount of duties and fees owed and

‘collected may have resulted in the loss of millions of dollars in potential

revenue.
Losses may have occurred because Customs did not

capture the results of 1mport document reviews so that this information
can be used to assess the eﬂ’ectlveness of the selection criteria for import
specialist review, B

verify that passenger user fees are collected

verify that harbor maintenance fees due on exported merchandise are
collected, and

assess penalties for late payment of duties and fees unless import

.documents were also filed late. -

Customs has generally acknowledged that the above situations may have |
resulted in lost revenue. According to a Customs official, the agency lacks
the information and-resources necessary to ensure that it collects all of the

- revenue owed. In addition, Customs’ policies and procedures in some
. cases serve to inhibit revenue collection activity. When importers are not

paying required duties and fees, nnporl:ed merchandise can have an unfmr

' competitive advantage

Effecuveness of
Criteria for Selectmg

- Import Documents for
Review Unknown

Customs import specialists review selected entry summaries to ensure
that importers file complete and accurate documentation. An entry

" summary describes the type, quantity, and value of the merchandise; the

duty category; and the estlmated dutles and fees payable. S

The Entry Summary Selectmty Module of Acs is intended to select entry

- summaries that present a high risk of problems so that import specialists

can review them. This module is to provide (1) an automated means of
assisting import specialists in determining whether appropriate duties are
paid and whether trade laws are being violated and (2) uniform treatment
of importers and imported merchandise. The module, which began
operating nationwide in 1988, is being implemented in phases and is
expected to be fully deployed in 1995.

" Entry summaries are flagged for review based on criteria programmed into

the system. These criteria consist of factors such as the country of origin;

Page 30 GAO/AFMD-92-30 Customs Financial Management



Chapter 3

‘Limited Controls Over Duties and Feel
Owed and Collected May Have Resnlted in
Loat Revenue

type of merchandise; tariff classification; first-time importers; and

- ‘importer profiles (for example, the number of previous import violations).
In addition, a random sample of entry summaries initially bypassed by the
risk-based system are selected for review by import specialists. -

In fiscal year 1990, the Entry Summaly Selectivity Module selected about
2.7 million entry summaries, from a universe of 6.6 million, for review by
import specialists. These reviews resulted i in the assessment of addmonal
- duties and fees of about $53 miillion.

Customs currently hasno umform, comprehensive mechanism for
determining if the criteria for selecting entry summaries for review are
effective. This is largely because it does not monitor the results of its
reviews to either confirm the current selection criteria or to develop a
valid-basis for changing them. The Entry Summary Selectlvxty Module does
not have a history file to support such efforts:

" In phase II of the development of the Entry Summary Selectivity Module,
‘Customs plans to build history files containing a record of problems

- associated with importers and imported goods found while reviewing
entry summaries. Customs officials believe this will enable them to begin
assessing the effectiveness of the selection criteria and provide historical
- - information for the import specialists to use in their reviews. While
Customs plans to implement phase II in 1992, we reported in March 1992
that implementation problems may make this time frame unrealistic.!

Results of Customs reviews have indicated that some violators are not
being detected through the Entry Summary Selectivity Module, A speclal
unit within the New York Region’s Regulatory Audit Division identified
additional duties and fees owed by reviewing a judgmental sample of entry
summaries that were either bypassed or reviewed by import specialists.
During fiscal years 1985 through 1990, this unit assessed importers $4.8
million in additional duties and fees, net of refunds identified, after
reviewing their entry summaries.

Audits such as the ones performed by New York’s Office of Regulatory
Audit help to identify additional duties and fees owed the government. The
audits can assist in determining the degree of confidence to place in the
quality of information reported on the entry summaries, as well as the
quality of the reviews performed by import specialists. However,

1Customs Automation: Efféctiveness of Entry Summary Selecuvxw System Is Unknown

(GAUTMTEC92-20, March 24, 1992).
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Lmuted Controls Over
‘Collection of o
Passenger User Fees

accordmg to the Director of the Office of Regulatory Audit at Customs -

- headgquarters, the New York Office is the only one performing these

reviews, He told us that Customs officials have not decided to do these

~reviews servicewide because they do not know if they would be cost
- beneﬁcxal and that Customs currently hasno plans to expand this activity
y to other regions.

TIn fiscal year 1990, Customs collected over $111 million in passenger user

fees. However, Customs Office of Regulatory Audit estimates that
additional passenger user fees are not being collected because Customs

lacks a system. for detenmmng amounts due

' The Consolidated Omnibus Budget Reconciliation Act of 1985 (Public Law
o 99-272) authonzes Customs to collect a user fee of $5 for each passenger
- -aboard a commercial carrier (air or sea vessel) entering the United States

from a foreign destination other than Canada, Mexico, U.S. territories and
possessions, or adjacent islands. The fee is for passenger inspection
services and isusually collected at the time the ticket is issued by carriers,
tour wholesalers,2 travel agents or other parties.

The authorizing legislation, however, can hamper Customs efforts to.
collect the fee. For example, the statute requires that fees be collected at

the time the ticket is issued, rather than by the carrier transporting the
~ passengers into the Umted States. Because carriers may transport
* . passengers who have purchased tickets from another carrier, Customs

cannot rely solely on passenger arrival logs to determine user fees owed

" by that particular carrier. For user fees collected, carriers and tour ‘
- wholesalers are required to make quarterly remittances to Customs’ NFCNo
~ later than 31 days after the calendar quarter ends. However, they are not

reqmred to report on amounts owed the government,

: Accordmg to Customs’ draft User Fee Handbook, the carriers and tour
“ wholesalers are résponsible for determining the amounts owed and
rermmng collections to a bank in Atlanta, Georgia. An Nrc official told us

the bank processes the transactions, deposits the funds collected to
Treasury, and forwards information on deposits to NFc. NFc accounts for
these collections using information provided by the bank.

#Tour wholesalers generally issue their own transportation tickets which are not carrier related
(chartered flights) and remit passenger user fees directly to Customs. Travel agents remit passenger
user fees collected to carriers.

Page 32 GAO/AFMD-92-30 Customs Financial Management




- Chapter 3 :
Limited Controls Over Duﬂes and l-‘ee-
Owed and Collected Mny Hl.ve Resulted ln
Lost: Revenue

- “We found that internal controls over the passenger user fee program are
~almost nonemstent For example, Customs does not have a complete and

" accurate list of the commercial carriers and tour wholesalers who collect

‘ passenger user fees Thls would appear to be a basic internal control
feature to ldentlfy camers and tour wholesalers that are not paying.
Customs also does not requn'e that the carriers and tour wholesalers
provide information on the number of passengers entering the United
‘States to support payments made, Thus, even for those who do pay,

~* Customs has no basis for knowmg whether it is paid the: proper amount.

~ As with other user fees, Customs has not: desu;nated 4 specific P

orgamzauonal unit to manage the collectlon of passenger user fees. ;

In fiscal year 1990, Customs’ New York Regtﬂatory Audit Division

. reviewed 10 airline carriers servicing John F. Kennedy International
Airport from July 1986 through March 1990 and found that 6 of the 10
carriers underpaid Customs $1.9 million in passenger user fees. Accordmg
to a Customs official, all but about $57,000 was subsequently collected.
This’ amount was contested by one of the airlines and upheld by Customs.

‘Accordmg to the NFC Revenue Branch Chief, Customs does not have the
resources to monitor the collection of passenger user fees. It must rely on
- the good faith of the carriers to remit all fees and on audits performed by

the Office of Regu]atory Audlt to identify carriers that underpay

Audlts of carriers are a means of ensunng that Customs receives
passenger user fees collected by carriers. However, based on information
from the Oiﬁce of Regulatory Audlt on completed and ongoing audits,
New York was the only office w1thm Customs’ seven regions performing
such audits in fiscal year 1990, Durmg fiscal year 1991, new audits were
initiated in the North Cenitral, Southeast, and Southwest regions.
According to a Regulatory Audit official, the office is expanding these
audits to other Customs regxons in fiscal year 1992,

In addmon, Customs regu]a.tlons currently do not provide for assessing
penalties against carriers and tour wholesalers who fail to pay passenger
user fees on time. We reviewed 80 qua.rterly payments made during fiscal
year 1991 and found that 48 of these payments were recelved from1to 17
days after their due date. Customs is in the process of amending its

- regulations to require the assessment of penalties for late filers.
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Our review also showed that Customs does not have adequate internal
eonu'ols to ensure collection of harbor maintenance fees due on exports.
‘In ﬁscal year 1990, Customs collected $45.8 mﬂhon in such user fees.

The Water Resources Development Act of 1986 (Public Law 99-662)

o authonzes Customs to collect harbor maintenance fees from commercial
i vessels loading or unloading merchandlse or passengers in U.S. ports.
" . Moneys collected primarily go to the U.S. Army Corps of Engineers for the
~ improvement and maintenance of U.S. ports and harbors. The harbor
~-maintenance fee on exported merchandise is .125 percent of the value of

: _ the merchandise. The fee for passengers leaving the Umted Statesisa

percentage . ot' fare paid.

Although it receives some information on exported merchandise, Customs

~does little to verify that it collects all harbor maintenance fees due. As with

passenger-user fees, no Customs organizational unit has been designated
for managing the collection of these fees. According to a Customs official,
when merchandise is exported on waterborne vessels, exporters file a
shippers export declaration form which describes the merchandise and

- states its value. A copy of the declaration form is filed either directly with -
the Department of Commerce’ s Bureau of the Census or at Customs’ ports

of entry, and a copy is forwarded to Census for use in preparing trade
statistics. .

Census, in turn, prepares a quarterly computer tape of the shippers export
declaration forms sorted by exporter identification number. A copy of this

.- computer tape is forwarded monthly to Customs headquarters for trade

enforcement purposes but not for validating fees collected. For example,
Customs uses the tape to develop statistical data on problem exporters,
such as exporters filing fraudulent refund claims for goods initially
imported that they claim are being used in manufactlmng merchandlse

that they will subsequently export.

| Each quarter, exporters summarize their shipments and pay apphcable

fees to a bank in Chicago, l]lmors The bank processes the transactions,

_ deposits the funds collected to a Treasury account for the Corps of

Engineers, and forwards information on the deposits and any shippers

.export declaration forms to NFc.

NFC does not verify the amounts reported by the bank, Customs, therefore,
has no assurance that the exporter or the bank remitted all funds due. It is
essentially an ‘_‘honors” system. The NrC Revenue Branch Chief told us that
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: Customs lacks the information to verify or test the amoums remitted to.
- ensure that all user fees due are collected. Infomlanon, suchasthe =
shippers export declaration forms, is not always available to NFC, and the

Census tape has incomplete and inaccurate data. ‘As we pointed outin our. . -

- report,’U.S. Customs Service: Limitations in Collecting Harbor . .
"+ Maintenance Fees (GA0/GGD-92-25, December 23, 1991), the following
~ problems can arise with Census data: export documents are not always

filed, the value of the export shipment may not be accurate, and the
exporters identification numbers may be missing from export documents,

According to a Census ofﬁcml, Census has developed a program plan to

improve its trade statistics which includes export information and would

provide more comprehensive data. -

In addition to not having adequate information, the Revenue Branch Chief
said that Customs lacked the resources to verify amounts received. The
‘Water Resources Development Act of 1986 does not allow Customs to use
a portion of harbor maintenance fee revenue to pay for costs associated -

~ with collecting the fees as long as Customs is collecting the merchandise
processing fee. This fee is supposed to cover costs associated with
Customs’ commiercial activities, such as collecting duties, processing
export and import documents, and examining cargo and commercial mail,
Currently, Customs cannot document whether the merchandise

- processing fee covers costs incurred because it lacks a work measurement
system

A Customs official told us that in May 1991 Customs’ User Fee Task Force
" compared shipment information from the Census computer tape with
collections information provided by Nrc. This effort disclosed that some
exporters who exported goods out of the country did not pay any harbor
maintenance fees. These data are now being used to plan audits of
exporters by Customs’ Office of Regulatory Audit.

Customs officials also told us that they would like to periodically match
- shipment data with payment data and issue automated notices to
exporters when they find an indication of nonpayment. However, these -
officials told us that the agency lacks the resources to implement this
effort. Permitting Customs to be reimbursed for the costs directly
associated with collecting harbor maintenance fees would address this
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Liquidated Damages
Not Assessed on Late
Payments

resource concern, In December 1991, 3 we recommended that Customs be

‘reimbursed by the harbor mamtenance trust fund for its costs in collecting

these fees.

Customs regulations currently do not impbsé penalties for late payment of

Customs duties and fees if importers file their entry summary documents

on time. As a result, importers have no incentive to pay on time and

_hundreds of thousands of dollars in potentlal penaltles and interest are not

assessed or collected.

Customs regulaﬁons,require that entry summary documents listing
estimated duties and fees be filed within 10 days after the release of
merchandise. If the entry summary is filed late, liquidated damages are
assessed at the value of the merchandise but can be mitigated to a lesser
amount (an administrative fee plus interest).

Prior to 1990, Customs assesséd ‘l'iquidated damages on importers or their
brokers if payments were late. According to a Customs official, Customs

- sometimes collected these damages from surety companies which, under

bond agreements with the importers or their brokers, guaranteed the
payment of duties and fees if the importers did not pay. However, in 1990,
surety companies refused to pay the liquidated damages, noting that
Customs regulations do not clearly define the surety’s liabilities for
penalties relating to late filings. As a result, Customs discontinued its
practice of assessing liquidated damages for late payment of duties and
fees until its regulations are amended. ] )

According to officials in some of the districts we visited, importers and
their brokers are taking advantage of this gap in Customs regulations. For
example, in the Miami District, for a 19-month period, 129 entries with
estimated duties and fees valued at about $288,000 were filed without
payment. Payments for these entries were received from 6 to 483 days
after the entry summary was filed. If liquidated damages had been
assessed on these items, the administrative fees plus interest would have

totaled about $48,000. Since Miami is only 1 of 44 Customs districts,

administrative fees plus mterest might have totaled hundreds of thousands
of dollars natlonwide : v

3In our report, U.S. Customs Service: Limitations in Collectin; ecting Harbor Maintenance Fees ‘
(GAO/GGD-92-25, December 23, 1991), we recommended that the Congress amend the Water
Resources Development Act of 1986 as proposed in H.R, 2589, the Customs Modernization Act of 1991,
This proposal contains a provision that would authorize up to $5 million annually from the harbor
maintenance trust fund to help pay for costs associated with collecting harbor maintenance fees. We
also recommended that these costs be justified before expenses are reimbursed.
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Customs officials told us that the number of entry summaries filed without

. payment.of duties and fees is increasing, At the end of our review,

Customs was in the process of revising its regulations so that it may again
assess liquidated damages for late payment of duties and fees, The

‘proposed regulations were approved by the Department of the Treasury
- and published in the February 6, 1992, Federal Register for comment.

~According to a Customs official, revised regulations are expected to be

released for implementauon in ﬁscal year 1992,

Conclusions

Customs' ability to eft‘ectively assess and collect all duties and fees owed

~ the government is undermined by inadequate information and weak

internal controls. These problems may have resulted in the loss of millions
of dollars, Identifying and collecting all amounts owed is also an important
aspect of international competitiveness. .

Efforts to ensure that all duties and fees owed the government are
identified for collection have been, for the most part, limited to audits by a
few Customs locations. It is vitally important that program personnel
perform this type of function because audits can be limited in scope and
coverage and may not provide management with a complete and
continuous examination of program activities. Customs lacks a structured

- approach to ensure that internal controls are in place throughout Customs

to collect all duties and fees owed. Also, large inconsistencies exist when

- late payers are not penalized because of inadequate regulations.

“
Recommendations

We recommend that the Commissioner of Customs

direct the Office of Regulatory Audit to determine whether the New York
Regulatory Audit Division’s reviews of entry summaries that are either
bypassed or reviewed by import specialists are cost-effective and whether
the reviews should be expanded to other regions,

designate a unit to manage the collection of various types of user fees and
ensure that all user fees owed the government are identified for collection,
and

perform penodlc computer matches of shipment and payment data to
identify importers and shippers who did not pay or underpaid harbor
maintenance fees.
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-Chapter8 .. ‘ Sl e
* Limited Controls Over Duties and Fees - Lo : '

“ Owed and Collected Mly Have lleaulted I
Lost Revanne o

Customs generé]ly co‘ncurréd with our reco_nirﬁe:idaﬁons. Tt also noted

... several areas. in this chapter which it believed needed clarification
~concerning the collectlon of user fees We have revised the report where
’ ,.appropnate P
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In addmon to the problems of ensuring that all duues and fees owed the

.. government are identified for collection, Customs continues to face

old,

serious problems in collecting its delinquent accounts receivable (amounts
owed that are 30 or more days past due). From fiscal years 1984 to 1990,
these amounts averaged over $100 million. As of September 30, 1991,

~ $343.7 million (64 percent) of Customs’ receivables due from the public

were delinquent. Additionally, 83 percent of this amount was over 1 year

- We found that Customs’ eﬁorts to collect delmquent accounts recewable '

were hampered by a variety of problems, mcludmg system design
deficiencies, failure to comply with existing debt collection policies and
procedures, and limjtations imposed by the Debt Collection Act.

L
Organizational
Structure and Systems
Do Not Facilitate
Collection of
Receivables

Customs’ collections efforts are decentralized and do not effectively
facilitate collection of delinquent accounts receivable. In addition, system
deficiencies in four Acs modules—Fines, Penalties, and Forfeitures;
Billings and Collection; Bond; and Protest—are hampering Customs’
efforts to collect its accounts receivable.

Collection Efforts Are
Decentralized

Customs’ collection function is currently divided between the Billings and
Collection Section in NFc and the Offices of Fines, Penalties, and
Forfeitures in the Customs districts. Furthermore, these organizational
units must perform their collection responsibilities along with other duties
and responsibilities, making it difficult to ensure effective debt collection.
Specifically, Nre staff in the Billings and Collection Section are also
responsible for collecting receivables arising from supplemental duties®
and processing the collection of user fees and deferred taxes.? The
responsible staff in the district Offices of Fines, Penalties, and Forfeitures
also (1) assess or verify amounts assessed by other offices and (2) mitigate
and collect fines and penalties, ‘

- 1Customs centralized its financial management fanctions in Indianapolis, Indiana, in 1985, The first

financial reports on file were for fiscal year 1984.

’Supplemenml duty bills are issued when Customs assesses additional duties and fees on imported
merchandise based on import specialists’ reviews of entry sununaries for accuracy and completeness.

3Deferred tax bills are generated for importers who have authority to defer payment of excnse taxes
(up to 28 days) on bottled spirits and wines.
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.. Consolidating Customs’ collection activities into one organizational unit,
=+ . such-as an Accounts Receivable Department, would help ensure efficient
..~ and effective collection of delinquent accounts receivable. Such an
'+ -organizational unit would enable Customs to better identify problem -

importers/brokers for appropriate debt collection activities. Also, in

- - staffing this orgamzatlonal unit; ‘Customs could consider providing training
-+ in debt collection and hiring personnel from both the private and public
- . ‘sectors with expertise in managing-and collecting delinquent receivables.
.+ . As wediscussed in chapter:2, Customs’ financial management personnel -
- are _not adequately tram_ed to. cany out their duties and responsibilities. N

REERNTEE

z Delinquent Accounts ,
; Receivable Are Not
Effectively Monitored

o System deﬁc1encies impair Customs ability to monitor its dehnquent

accounts receivable, For. example, the Fines, Penalties, and Forfeitures
Module of Acs does not allow, Customs to age fines and penalties due. Also,

| - this module cannot readlly identify cases referred to the Department of
~ Justice for. legal collection action. The Fines, Penalties, and Forfeiture

Module is currently being redesxgned to include an aging capability.
Custors expects this system effort. to be completed in fiscal year 1993.

l In addltxon, the Bl]]mgs and Collectlon Module of Acs does not maintain
- summary, mformaﬁon by account holder—xmporter, broker, or surety.
‘ Therefore, it cannot readlly generate a consolidated statement of each

debtor’s outstandmg bills. Instead Customs must issue an individual bill

_ for each transaction for whxch there is an outstanding amount.

o Consohdatmg Customs debt collection activities into a smgle debt
‘ _management system would enable it to maintain summary information by
. unporter so that it can target problem xmporters, brokers, and sureties for
. appropriate collectxon action. '

Bond Sufficlency Is Not ‘ |

Effectively Momtored

Customs systems do not prowde it with adequate information to monitor _ )

the sufficiency of a bond. When an importer defaults on duties and fees

owed, Customs can pursue payment from the surety company which

issued the bond covering the merchandlse The bond provides Customs a
means of ensuring that (1) duties and fees are paid, (2) import documents
are provided to Custors, and (3) merchandise brought into the country is

‘available for examination. There are two main types of bonds. A single

entry bond covers the estimated duties and fees owed on merchandise

_ listed on a single entry sununaxy and is to be attached to the entry

summary when 1t is filed with Customs A continuous bond covers
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- multiple entries for a specific period of time and is generally maintained
- --on file atthe port of entry. According to Customs® policies and procedures,
- -the continuous-bond is to be'set at'a minimum of $50,000 and is generally
ERRERS (] percent of the estlmated dun% pald in the prior year.

= Customs does not know whet.her an individual entry summary is

sufficiently covered when'd continuous bond is used. Our review showed
 that millions of dollars in delinquent accounts receivable are subject to
- substantial risk of nonpayment because the importers’ indebtedness

-+ exceeded the continious bond amounts. For example, 10 of the 174

unpaid bills in our sample of 427 bills as of March 31, 1991, totaled
$916,000 and belonged to one importer. These bills were covered bya .
continuous bond with a face amount of $500,000. Over a period of 4 years,

 this importer accumulated about $467,000 in interest penalties, bringing

*  the total'amount owed Customs to $1.4 million. In 1986, the importer filed
 for bankruptcy. Customs has filed a claim against the importer in
bankruptcy court for the approxlmauely $900,000 not covered by the bond.

* As of May 1991, Customs had about 100,000 active continuous bonds.
According to a Customs official, although the Bond Module of ACS contains
data elements such as the bond number, expiration date, and bond
amounts, Customs uses this module only to determine whether a

: contmuous bond is actively on file at the time of entry summary
processing. The Bond Module cannot track accumulated entries against
the bond to prevent the amounts owed from exceeding bond dollar limits.

* Customs is developing a bond liability report which would accumulate and
help 1dent1fy outstanding bills as they approach the bond amount. The
report will list bonds that have unpaid receivables over 45 days which
equal or exceed 80 percent of the continuous bond amount. According to
Customs, this report is expected to be available to Customs personnel at
. the ports of entry in 1992, In addition, Customs is developmg aSurety
Interface Module of Acs which would provide on-line information on the
“bond amount and any claims processed by Customs against the surety
bond. This module is scheduled for completion in 1993, The above
enhancements, if successfully implemented, should enable Customs to
identify importers who bring merchandxse into the country with
insufficient bond coverage.

Customs has a number of Acs enhancement efforts under way. Assigning

_high priority to enhancement efforts relating to financial management can
improve Customs' ability to account for and control its receivables.
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Collection of Protested

- Accounts Recelvable Is
Hampered -

We found thait,the Protest Module of Acs does not provide Customs
- -adequate information to.-monitor a case through the protest process. In

.- addition; Customs may have to wait to collect on a protest case involving
-multiple claims relating to different categories of goods. These

deﬁclencxes hamper Customs efforts to collect accounts receivable under

N 'protest.

A protest is an adnumstrahve vehlcle for importers and brokers to:.contest

Customs’ assessment of additional duties and fees on imported
merchandise. Importers and brokers can appeal protests denied by
Customs to the Court of International Trade, a federal court. Protested
accounts receivable are suspended from collection until a decision is

rendered on the protest case by Customs. Such receivables totaled $200.6
. million as of March 31, 1991,

We examined a sample of protested bills to determine the status of
Customs’ col]ectlon efforts as well as the accuracy of information in Acs.
For the three regions in our review, we selected a judgmental sample of 60
bills, which represented the various types of protest out of about 17,000
bills under protest as of March 31, 1991, We found that Customs could not
locate 16 (25 percent) of the protest case files in our sample because the
system did not contain specific or current information on the documents’
location. For example, data on one case showed that the file was

- forwarded to headquarters for further review. The system, however, does

not contain sufficient data file space to accommodate information on the
specific location of documents in the Office of Regulations and Rulings or
identify the individual receiving the file. Also, when an individual forwards
a protest case to another location, there is no assurance that the individual
at the other end received the file because the system does not require
acknowledgement of receipt of the files forwarded.

In addition, delays might also occur in the collection of protested bills if an
importer files one protest involving multiple claims related to different
categories of goods that are not interconnected.* For example,

department store may import on one entry summary a shipment mcluding

‘both ladies’ boots and ladies’ hats. The department store may dispute the
duties imposed on both the boots and the hats; however, because both
articles were imported as a single entry, the store may file a single protest,.
asserting claims as to each. Customs believes that it may only issue one
decision for each protest; accordingly, if Customs denies the claim over

44 pmtésted category of goods that is interconnected involves a protest of two or more issues within a

category such as classification and valuation which must be considered- togethet to arrive at an
appropriate assessment decision.
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Noncompliance With

Policies Regarding
Sanctions and
Supporting
Documentation

the boots, it may not pursue collection of that bill until it has also resolved

- the claim over the hats. Consequently, several days to several months can

elapse between the resolution of each category. Customs ofﬁclals told us.
this s1tuat10n occurs in about b percent of thelr protest cases.

Lastly, whxle Customs regtﬂatxons require it to resolve cases thhm 2 |

 years, final decisions are rendered years after the protest is filed. For
~ exaimple, a petroleum company filed a protest on August 28, 1986, for the
- assessment of $1.4 million in supplemental duties. The region referred the
- case to the Office of Regulations and Rulings in Customs headquarters on
* April 11,1989, over 2-1/2 years after it was received. Headquarters denied

the protest on April 6, 1990, and the District officially announced its
decision on May 31, 1990, Customs officials could not explam ‘why this

. case took so long to process.

Furthermore, a lengthy protest can adversely impact debt collection.
Importers and brokers are not required to pay the disputed debt before
filing a protest. Bills become harder to collect as they age because

-documents are lost, bonds can becoine insufficient when the outstanding
-debt exceeds the face amount of the bond, and companies can go out of

business. In the case discussed above, the principal and interest the -
importer owed accumulated to $2.2 million as of March 31, 1991. However;
Customs collected only the $200,000 face amount of the bond from the
surety. According to a.Customs official, Customs is litigating the collection
of the balance from the importer.

Cuétoms has ackhowledgéd this:type of problem and told us that the -
agency implemented an initiative in fiscal year 1990 to resolve cases within
30 days in field offices and 120 days in headquarters. In addition, Customs

resolved millions of dollars in outstanding protests under a “cleanup

project.”

Over the years, Customs has not aggressively pursued collection of
delinquent amounts owed the federal government. Factors contributing to
this include failure to (1) adhere to existing policies and procedures
involving sanctions and (2) maintain supportmg documentation.

Policies and Procedures -

Not Followed

Customs often did not impose sanctions against importers and sureties in
accordance with its policies and procedures for collecting delinquent
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- debts Importers are to be sanctioned when debts a.re more than 168 days
. .overdue, that is, future busmess transactlons must be paid in cash or by
check at the time import. ¢ documents are filed and prior to the release of
merchandlse into the United States for sale,

g ,When a bill is over 60 days past due, Customs is to. demand pamnentAMm
~the surety company insurmg the importer’s transactions. If paymen is Stl]]
not received, Customs:is to issue a “show-cause” letter to the surety
. oﬁ‘ermg it a final opportumty to make payment or explain to Customs why
it should not. If the surety does not pay, Customs can sanction the surety;
that is, Customs will not accept any additional bonds from the surety
company m the future. ‘ _

'I‘o determme the status of Customs’ collection eﬂorts,we statlstxca]ly B .
selected for review 427 bills, as of March 31, 1991, from the Billings and

Collections Module of acs.? Of these bills, 48 percent (205 bills) had been

paid as of June 30,1991, and 11 percent (48 bills) were either improperly
recorded as receivables or improperly classified as current receivables.
Although 138 of the remaining 174 unpald bills in our sample met the
requirements for sanctioning against an importer, sanctions had been

" issued on only 81 bills. Importers had filed for bankruptcy for 48 of the 57
bills which were eligible for sanctioning but had not been sanctioned.
Bankrupt companies pose additional problems to Customs because it must
file a claim in bankruptcy court for repayment. Our sample included 76
bllls for unporbers who ﬁled for bankruptcy

In addmon, although: Customs issued demand notices to the sureties for
103 of the 174 unpaid bills we reviewed, it did not bar any of them from
further import activity. According to a Customs collection official,
“show-cause” letters were not issued after July 1989. In February 1990,
Customs resumed issuing letters. Officials told us that past attempts to
sanction sureties were unsuccessful because Customs lacked complete
and accurate documentatxon of the debt such as the entry summary
document and the bond :

“Furthermore, Customs d1d not adequately monitor the age of its delinquent
receivables. Under the statute of limitations, Customs loses its opportunity
to collect amounts due from the surety after 6 years. In our sample of 174
unpaid bills as of March 31, 1991, Customs had not yet demanded payment
on 71 bills. Of the 71 bills, 41 were ineligible because 60 days had not

5As of March 31, 1991, Customs had $391.6 million in accounts receivable due from the publie. The
Billings and Collections Module of ACS accounted for approximately $361 million (92 percent) of
Customs’ accounts receivable.
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elapsed from the bill due date. Of the remaining 30 bills, a demand on
-~ $urety had not been issued on 7 bllls totaling about $91,000 before the
- 'statute of hxmtations expn'ed. o

Inadequate Documentatlon
to Support Clamms a

-Our review also showed that Customs did not maintain adequate

documentauon, such as the entry summary and the bond, to support valid

- and enforceable claims by the government. We found that Customs was

unable to retrieve all the entry summary documents and/or copies of the
bonds' relating to accounts receivable in our sample. As shown in table 4.1,
this condition exisbed in the three Customs regions in our review. :

Table 4.1: Entry Summary and Bond'
Documentation That Could Nat Be
Provided for Unpaid Sampled Cdses

( N

Lack of documentation

‘ S Sampled

~ ‘Customs region ‘ ' cases Entry summary Bond
" Paclfic’ i R 59 _ 11 15
- Néw York e ‘ 7 32 43
Southeast =~ - - : 44 .18 © 38
Total ' 174 ‘61 96

Note: For these sampled cases. the missing documentation could have been the entry summary

" andfor bond: -

For the most part, Customs co,uld‘ndt explain why these documents were
missing from its files. After assessing additional duties and fees, Customs
personnel in the field generally file entry summaries and supporting

- documents at the ports of entry for an average of 2-1/2 years and then send
. the files to a Federal Records Center. Problems can arise when the entry
summaries and bonds are sent to the Federal Records Center when

additional duties and fees are still outstanding. For example, files may be

‘misplaced or lost while in transit from one location to another.

In an effort to properly maintain entry summary documents, Customs
instituted a policy in July 1990 requiring that entry summaries for
outstanding supplemental bills be retained on file in the field offices as
long as possible, but for at least 2 years, to facilitate the collection of open

~ bills.
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Controls Hamper Debt Collection Efforts

:'The Debt Collection Act of 1982 (Public Law 97-365) provides agencies

- with many-of the collection tools available in the private sector, such as
using debt collection services and disclosing debt information to credit
reporting agencies. In addition, omMB revised Circular A-129, “Managing

" Federal Credit Programs,” and Treasury issued credit management

guidance entitled, Managing Governinent Credit: A Supplement to the

‘ Treasury Fmanclal Manual to support the use of these tools.

Customs however, cannot use some of the collecuon techmques available
to federal agencies under the Debt Collection Act of 1982, The act

. prohibits Customs from using private collection agencies and

administrative oft‘sets6 to recover debts arising under tariff laws—Customs
duties and fees. Tn our June 5, 1991, comments on Customs Legislative
Proposals (B-243759), we noted that the use of collection contractors
would allow Customs more resources for improving debt collection
capability and enable it to take advantage of private sector expertlse A
number of Custor’s legislative proposals are now contained in the Trade
Expansion Act of 1992 (H.R. 5100), which was introduced on May 7, 1992,

- - and passed the House of Representatives on July 8, 1992. Section 269 of
 the bill includes a provision which would allow Customs to use private

collectlon agencles TR

Debt collection has not received sufficient management attention. From
fiscal years 1984 to 1990; delinquent accounts receivable have averaged

- over $100 million, ranging from 50 to 90 percent of its current accounts
receivable.” Customs has reported problems in collecting its delinquent

debts in its FMFIA reports since 1986. However, until recently, little
substantive progress had been made. '

. InJanuary 1991, Customs. began to senously address its debt collection
" problems by temporarily establishing an eight person Debt Collection Task

Force to resolve accounts receivable over 1 year old and to monitor the
others. The Task Force initially focused its efforts on bills dated 1985 or
earlier because the statute of limitations on collection from the surety
expires 6 years from the date billed. Although the Task Force had only
collected $1.4 million and written off or canceled about $1.7 million as

SAdministrative offsets allow fedéral agencies to withhold payments due under one program to satisfy
delinquencies owed to the United States under another program, as well as under the same program.

"Customs did not record an allowance for doubtful accounts for fiscal years 1984 and 1985. For fiscal
years 1986 and 1987, the allowance was $500,000. A $2 million allowance was recorded for fiscal years
1988 through 1930.
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uncollectible as of June 80, 1991, this is a step in the right direction. In

- addition; it had issued “show-cause letters-on about 500 bllls whose value
y totaled about $9 7 mxlhon. : .

:Customs is also establishmg a ﬁnancla.l advxsor pos:tion in some of 1ts

larger districts. These individuals will report to their district/area office

directors and are expected to serve as the agency’s principal advisors on

financial management issues relating to entry summary collection

jprograms and revenue accounting in the district/area offices. In addition to

. other responsibilities, the financial advisor is responsible for (1) ensuring

 timely and consistent debt collection action, (2) ensuring that outstanding

debtis adequate]y supported by entry summary and bond documents, and
(3) overseemg sanction activities, - ‘

Conclusions

Customs system déﬁciencies are delaying its collection of amounts owed

-~ the government. In addition, debt collection was not a high management

- priority in the past. Failure to aggressively pursue the collection of

‘delinquent accounts receivable reduces federal revenues and, more

importantly, serves as an incentive to violators to ignore federal trade laws
and regulations. Successful implementation of system enhancement
efforts could ensure that known system weaknesses are corrected. Also,
the debt collection tools afforded most federal -agencies could enhance
Customs debt collection efforts. Lastly, while the Debt Collection Task

‘Force is an effective beginning, top management needs to establish a

permanent organizational structure to collect delinquent accounts
receivable and ensure that debt collection is a high management priority.
Estabhshmg an Accounts Receivable Deparl:ment could address this

concern. .

Recommendations

"~ We recommend that the Comnussxoner of Customs direct the Chief

Fmanaa] Officer to

establish ACS system enhancement efforts relating to the Fines, Penalties,
and Forfeitures; Bond; and Protest modules as high priority initiatives to
support the timely collection of accounts receivable;

determine the feasibility of requiring, by regulation, that a separate protiest
be filed where unrelated categories of goods are contested on an entry

) summary document, and
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‘establish an Accounts Receivable Department responsible for collecting
delinquent accounts receivable and coordinate its activities with the
financial advisors in the districts and regions.

Matters for
Consideration by the
Congress |

‘We suggest that the Congress consider enacting legislation to allow

Customs to use private collection agencies. This could be accomplished by
(1) enacting leglslauon similar to the provision contained in section 269 of -

“H.R. 5100 or (2) amending the Debt Collection Act of 1982 to eliminate the -

prohibition on the use of private collection agencies to recover debts
arising under tariff laws. We also suggest that the Congress consider -
enacting legislation to allow Customs to use administrative offsets.

Agency Comments |

: goods when the entry summary involves multiple categories. This would : 1

‘support timely collections. Customs stated that it has a legal obligation (19 -
* U.S.C. 1515) to make one decision on a protest case. In subsequent

‘we revised our recommendation to ask that Customs explore the

'In our draft report, we proposed that Customs modify its regulations to

allow the collection of resolved segments of open protests in orderto

conversations with Customs officials, we clarified that it was not our
intent to recommend multiple decisions on one protest case. Accordingly,

feasibility of one protest, and thus one decision, for each category of

allow Customs to resolve claims on each category independently arid -
initiate collection or refund action w1thout having to wait for claims bn

other categories to be resolved.

At times, Customs receives a single protest involving multiple categories
‘of goods listed on one entry summary. Even though Customs may easily
and quickly settle a claim relating to one of the categories, this practice
can delay collection or refund of the duty pending resolution of claims
involving the other, unrelated, categories of goods.

Filing separate protests for each category of goods included on an entry
summary does not violate 19 U.S.C. 15615. Section 1514 (c), in fact, permits
separate protests in s1mat10ns stich as these.

Customs generally concurred with our other recommendations.
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‘Over the past 3 years, Customs has.attempted to modernize and improve
-+ its accounting operations and address its accounting system problems
" through two systems development efforts. The first involved an ‘
‘unsuccessful: attempt to develop an in-house system. The: second which is
currently underway, appears to be a step in the right direction. A financial
‘system plan has been developed and-a prolect team has been estabhshed
~to guide Customs through its implementation. The financial system plan,
- however, does not clearly delineate ‘coordination between this :
L development effort and the agency‘s efforts to'i improve ACS.

‘ Top management s contmued mvolvement and commitment is essentlal if
the new system, referred to as the Asset Information Ma.nagement System
(ams), is to succeed and Customs’ financial environment is to improve.
While there is momentum now to address Customs' financial systems

. problems, Als is to be developed in two phases over the next several
years, and improvements will not come about quickly. I such efforts are to

‘succeed, they must be sustained across administrations and guided by a -
cohesive framework under centralized leadership.

Recogmzmg aneedtoi nnprove its financial systers, in 1988 a private

: In‘-Hou_se r Sy Stems‘ | - consulting firm under contract to Customs performed a systems
Development Effort - replacement analysis. Although the consulting firm advised Customs to
Was Unsuccessful = useanoff-theshelf package for its general ledger system and design

interfaces with its present subsidiary systems, Customs management
decided instead on an in-house redesign of its present system.

Started in the fall of 1989, this system was expected to integrate all
subsidiary financial systems into one system that would simplify
operations, facilitate reconciliations, provide more detailed ﬁnancxal
mfonnatlon, and address other reported deficiencies.

In order to.address the most senous system deficiencies, Customs first
started work on three of the system’s 12 modules—Budget Execution,
Funds Control, and Security.

When these modules were implemented on October 1, 1990, several
problems emerged. Customs' management was not fully. committed to the
project. Also, Customs’ management failed to take the following steps,
which are critical to ensuring a successful system:
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Requiremehts beyond the conceptlial deSIgn had not been determined,

. - including reporting requirements and needed interfaces with Acs or the

payroll system. In addition, operating requirements such as organization
and staffing had not been determined..

<« The project was inadequately staffed it had no full-tune manager who was ‘
- ":held-accountable for its success.
- Testiiig Was inadequate to ensure: that the system worked as mtended In
s order to meet planned milestones, the developers of the Funds Control :
"+ Module told us that they compressed what ideally would havebeen3 =

months of testmg mto 3 weeks

»As a result the three lmplemented modules did not operate as intended.
- ‘Some users expressed concerns about the lack of needed budget reports

and the need for more user training. In addition, some functions of the
Funds Control Module, such as the ability to search the data and to
produce desired reports, did not work properly. As a result, the module

reguired more work and had to be completely retested 5 months after it
- was implemented. Further, the three modules did not have complete or

consistent documentation to explain how the modules work and to serve
asa basis for future system enhancements

. In December 1990 the Assrstant Cornmissioner for Management directed

that a study group be formed to reassess Customs’ decision to develop the

-system in-house. In its report,’ the study group recommended an approach

very similar to that recommended by the private consulting firm in
1988—an off-the-shelf software package for the core system? with

interfaces to Customs’ subsidiary systems. The study also showed that an
off-the-shelf package purchase would be less costly and enable Customs to

have a financial system that complied with federal standards in a shorter

- time frame than through an in-house development effort. Based on this
~analysis, Customs terminated its in-house system efforts after working 3
- years and mcumng estlmated costs of over $4 million.

In commentmg on our draft report the AIMS Project Director informed us
that Customs will continue to use two of the three modules implemented

- from its in-house systems effort (Security and Budget Execution) in its

new system development project. The third module, Funds Control, is

1Peasibility Study of Using Off-the-Shelf Software for the Custorms AIMS Project (U.S. Customs
Service, Apnl 1991) .

2The core system includes general ledger, budget execution, funds control, obligation, invoice
handling, disbursing, accounts payable, accounts receivable, cost accumulation; and management
reports, -
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New System
Development Effort:
Under Way ey

being discontinued because a module in the new system effort better

- addresses the agency’s funds control needs.

After terminating its in-house systems development effort, Customs

initiated a new eft‘ort which uses off-the-shelf software offered by a

~vendor on tlie. General Services Adniinistration (Gsa) schedule for the

financial core. To' gmde the new.systems effort, Customs developed the

AIMS Project Plan, The objectives of the AMs project are to (1) implement a
modern financial system which corrects current deficiencies and complies
with federal financial systems requirements and (2) provide integrated and

. improved subsidiary systems. Customs awarded a contract to a financial

software vendor on July 15, 1991, to purchase the software package, assist
inits nnplementauon, and estabhsh mterfaces with existing subs1diary

systems

The AMS prqlect is to be accomphshed through a two-phase approach In
phase I, the contractor will install the new software on Customs’ existing
hardware. Other major tasks to be accomplished during this phase include
(1) preparing a document describing the modifications needed for the
software package to meet Customs requirements, (2) developing report
requirements, (3)-designing and developing necessary interfaces and

‘modifications to the software package to meet Customs needs,

(4) creating a data base, (5) training, and (6) transitioning from the current
primary system to the new system and providing implementation support.
Phase I is scheduled for completion in October 1992,

In phase II, the software contractor, in conjunction with Customs, is
expected to review Customs’ existing subsidiary systems to determine
whether these systems need to be replaced with compatible off-the-shelf
software or redesigned in-house. Specifically, the Customs Automated
Travel System, the Customs Logistics Automated System, the Automated
Receiving Report System, and the Property Inventory Management System
will be evaluated in terms of functionality, performance, cost
effectiveness, and useful life. Phase II is scheduled to begin in fiscal year
1998 and be completed in fiscal year 1994.

In contrast to the previous project, Customs established an amvs Division
with full-time staff responsible for implementing and supporting this AlMs
project. The Amvs project team is made up of a project director, project
managers, systems accountants, information management specialists,
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o systems ana.lysts programmers, and quality assurance personnel from

e 2 --»both Customs and the, contractor

Coordination of ACS

Enhancement Efforts
‘With AIMS PI'O_] ect Is
Lacklng ”

: In addition, Customs pla.ns to use the system development expertlse from -
--the Department of the Treasury’s Financial Management Service. The AIMSs
' Project Director told us that a Financial Management Service
- representative assisted them during the ptocurement process by adwsmg

them on the letter of interest that was sent out to all vendors on the Gsa

-schedule and also prov1ded advme on evaluanng the proposa]s submxu:ed.

The AIMS Pro.lect Plan focuses primanly on Customs’ efforts to enhance its

_core financial system, but: it does not clearly delineate how the core

financial system development effort will be coordinated with the agency's
. efforts to improve Acs, which supports Customs’ collection activities.
Coordination of these two efforts will ensure the compatibility of these

. systems—both hardware and software—-and thus help avoid unnecessary
- development cost.

ACS passes suxmnary and detalled revenue collections and accounts
receivable information tothe general ledger system on a daily, weekly, and

+ . monthly basis. Since Acs was implemented in 1984, continuous projects

have been undertaken to redesign and enhance its various modules.
However, management and accounting data requirements were not
adequately considered in these projects. For example, the Protest Module

of acs which is used to suspend collection on disputed accounts receivable_ ‘

has an impact on effective debt collection; however, management and

- accounting needs were not considered in designing the previous or current

enhancement efforts. Further, in designing the Drawback Module of Acs, -
which is used to track entry summaries entitled to refunds of duties
initially paid on imported merchandise which is later exported, Customs

~did not consider its management and accounting information needs.
*Because this module does not record the amount of refunds per entry

summary, it allows overpayments to be made to exporters.

‘Recognizing the importance of systems interfaces, Customs considered

financial management needs in its 1991 efforts to enhance and redesign
the Fines, Penalties, and Forfeitures Module. Financial users of the data
from that module were included in demdmg its financial requn'ements

Efforts to mcorporate the finanmal management needs into the

- enhancement projects such as the one discussed, however, are not
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formalized and documented in a way to ensure that systems coordination

- takes place between financial managers, program managers, systems

analysts, and auditors. Accountability for systems coordination must start

~ atthetop if it is to be taken seriously at the working levels. As the
' agency's Chief Financial Officer, the Assistant Commissioner for
- Management is- respon51ble for approving and managing agency financial

management systems deSIgn or‘enhancement projects. The CFo is also
responsible for overseeing all financial management activities relating to

" the programs and operations of the agency. However, Customs’ Assistant

Commissioner for Information Management has responsibility for Acs.
Therefore, it is critically important that the Chief Financial Officer have
the appropriate level of input into all systems development efforts that
impact the ﬁna.nmal functions of the agency.

In commentmg on our draft report, Customs stated that it has anApp

~'Steering Committee which'is comprised of all Assistant Commissioners

and representative Regional Commissioners under the direction of the
Deputy Commissioner. The ApP Steering Committee is responsible for
determining the priorities and resource allocation for information
management system development efforts. While Customs has three App
working groups'that meet.and formally report to the Abp Steering
Committee, no formal structure exists to ensure coordination between the
working groups. Enhancements to Acs are coordinated in one working

. . group while the amMs development effort is coordinated in another.

Factors Essential to
Systems Success

- In addition to avoiding some of its previous problems, Customs can take

other actions to enhance the success of the current AIMS effort.

The Federal Information Processing Standards Publications provide
guidelines for federal organizations to ensure system effectiveness,
promote system economy and efficiency, protect data integrity, and
safeguard information resources. Additionally, our booklet, Critical
Factors in Developing Automated Accounting and Financial Management
Systems, dated January 1987, identifies 14 critical factors for the
successful development of major accountmg and financial management
systems /

' Customs’ past systems development efforts did not adhere to the following

critical systems development factors in our booklet: (1) management
commitment, (2) basic features, (3) target dates, (4) documentation,
(b) training, and (6) independent testing. In the current effort, we found
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that some of these facbors had been addressed and must contmue to

- -receive top management attention. Since Customs is in the early stage of
the new AIvS project, particular attention can be given to the factors that
‘were not successfu]ly addressed in previous development efforts. We offer
the following views on those factors and Customs’ efforts to date to

address them. :

| Managemeht Commitment

- Ifa project is to succeed, management must agree that the projectis

needed and accept its goals. To ensure accountability and timely

- completion, management needs to maintain continuity among the people

assigned to manage and help with the prOJect Top management support
also needs to be continued across successive administrations until the
project is completed and the problems are corrected. Only with top-level
support can a major system become an accepted, integral part of the
organization. Top management should actively participate at key decision
points throughout the system’s development and implementation. :

.. 'The current Commissioner has lehtflill support to the new AIMS prb‘jecf; A

full-time permanent staff has been assigned to work on the project, and
the Assistant Commissioner for Management holds a monthly meeting to
discuss the status of the project. A dialogue has also been established with
the Department of the Treasury which should provide Customs overall
guidance and direction in its current system development effort. This type

of management commitment must be continued.

Basic Features

Itis essentlal that planned automated systems mclude features such as the
following:

a comprehensive set of automated internal controls to ensure the accuracy
and reliability of information in files and reports; ‘

-audit trails allowing transactlons to be traced from reports to their

originators;

appropriate sets of automated subs1d1m'y ledgers, such as accounts
payable and accounts receivable ledgers;

one-time recording of transactions;

automated matching of relatéd transactions (for example, matchmg
disbursements with related payables); and

adequate manual procedures, since not all transactions will be
automatically entered and almost all will require some manual work.
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Target Dates 2

The guidelines warn that systems are often implemented too hastily in an

" attempt to meet inflexible or unrealistic target dates. The guidelines advise -
 that schedules tend to be optimistic and that target dates should become
- more precise and reliable as a project progresses. Target dates should be

established and variances analyzed while management acts ﬁrm]y but
fairly to deal with slippage and delays.

‘Since the implementation of ACS, meeting target dates has been a driving
~force in Customs development efforts. For example, the Funds Control = ©

Module in the first Amvs effort was implemented without adequate testing
or training in order to meet its milestone date. In addition, a January 1991

study® prepared by Customs’ Office of Management stated that

“top iné.nagement repeatedly stressed rapid implementation of new systems. With priority
established for meeting target completion dates, less emphasis was placed on management

control, testing and documentation or insuring systerus integrity.”

Documentation

The guideline emphasizes that no matter how well and carefully a system
is-designed, it is of little value if it is inadequately documented. Qur review
showed that several of the modules in ACS were not adequately
documented. For exarple, the Fines, Penalties, and Forfeitures Module of
ACS must now undergo a complete redesign, partly because the system was
not documented to make needed changes. Without the necessary
documentation, which shows how a module works, it is very difficult to
determine how any one change to the module might affect other data
involved. We also found that Customs did not maintain adequate
docurentation for the AlMs modules implemented and for decisions
affecting the direction of the project.

Training

Training can greatly reduce the tension often associated with major
changes in the workplace. Training provides counseling and familiarity
with a new system. It can also greatly smooth the transition to a new
system and minimize resistance to change. Customs managementhas
indicated that all employees will need training at various levels of detail.

Adequate traxmng was not p;ovided for some of Customs’ previous system
development efforts. In discussions with Customs personnel and in the
Task Force Report, Customs has indicated that training, along with

8Customs Appropriations/Procurement Study (U.S. Customs Service Office of Management, January
1901).
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jdocumentauon, wﬂl contnbute to elther success or failure inthe
o acceptance and use of AlMS i

Independent_ Testing

o Acceptance testmg ensures that the system is operatmg as designed.

Consequently, acceptance testmg needs to be performed by a group
of the developer For complex systems, acceptance testing is

”a very formal process.. Atest plan identifies the documentation, =

: "equlpment ‘and software needed for the tests. It also describes test

' methodology, test controls, and tests to be performed. Problems are noted
" in'a formal test analysis report; and retesting continues until all problems

have been satisfactorily resolved. Customs has not always required
sufﬁclent testing in some of its previous systems development efforts.

Successful implementation of the critical factors discussed in our booklet

- would contribute significantly to correcting some of the problems with

Customs’ financial management systems. For example, the one-time
recording of a transaction would greatly reduce differences between the
general ledger system and the subsidiary systems. Also, the one-time
recording of a transaction would greatly enhance NFC’s ability to perform
the required reconcllxatlons and more accurately report on its financial
position.

Conclusions

Customs has developed a strategy aimed at correcting its accounting
system weaknesses through a long-term system development effort.
Coordination of the enhancement and redesign efforts related to Acs and
successful implementation of the aMs project can help Custorns have an
effective financial system with integrated and improved subsidiary
systems.

Recommendation

We recommend that the Commissioner direct the Chief Financial Officer
to establish a formalized structure, such as frequent meetings between top
management, the project team, users, and auditors, to coordinate systems
development efforts under the ams Project Plan with the system
enhancement and redesign efforts for Acs and to document the agreements
reached through this process. ‘

Agency Comments

Customs officials generally concurred with our recommendation.
However, in commenting on our draft report, Customs officials stated that
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for the last 4 years, they have maintained a formal structure to coordinate

_.and integrate major system development activities. Officials also stated
that design and development efforts for all major systems are coordinated
through the App Steenng Committee and working groups.

. 'We beheve that the ADP Sbeermg Committee serves a key role in

; coordmatlng the design and development efforts for all of Customs major
systems, However, we believe that a formal structure needs to be -
developed to ensure coordination at the working group level. As we
discussed in tlus chapter, some of the Acs modules were redesigned in the
last 4 years mthout cons1der1ng the needs of financial managers.
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While efforts are underway to develop sound financial systems that
provide accurate data, Customs still faces major challenges in developing
a single, fully integrated financial management system and producing

~ financial reports that are useful to declslomnakers Financial management

improvements will have to be a. continuous process requiring top .

 management support and commitment; The Chief Financial Ofﬁcers Act of

1990-(Public Law 101-576) provides Custorms a framework for i improving

. ﬁnanc1a1 envnonment

CFO Act
Requirements

The Chief Financial Officers Act was enacted in November 1990 to
improve financial management operations in the federal government. The
act establishes a leadership structure, provides for long-range planning,
requires audited financial statements, and strengthens accountability
reporting. The act, for example, establishes a cFo position at each of the
executive departments and major agencies with responsibility for

overseeing all financial management activities relating to the programs
and operations of the agency; ,
establishing financial management systems that comply with applicable
accounting principles, standards; and reqmrements, as well as mtemal

-, control standards;

preparing a plan to gmde ﬁnanc1al management systems development and
operations; :

preparing an annual: report whlch descnbes the agency’s financial status
and includes audited financial statements; '

developing and reporting cost data and performance measures; ,
developing and implementing systems for reporting costs and managing
assets, including those needed for credit management and property

accounting;
integrating accountmg and budget information and operations; and

directing and managing the recrmtment selection, and training of financial
management personnel.

The ultlmate goal of the act is to formalize existing financial concepts to
achieve improved financial systems and better mformanon for use by
decisionmakers. -

Factors to Consider in
Implementing CFO
Act »

As we discussed in previous chapters, Customs has many ongoing actions
which address the issues mandated in the cFO Act, most notably in
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accounting and internal control systems. Customs can take some

-- - - additional actions to fully address the expectations of the Congress.

Consolidating Financial
Management Operations

The cFo Act stipulates that an agency chief financial officer shall oversee

" all financial management activities relating to agency programs and
- operations. Further, the act calls for consolidating an agency’s accounting, - _

budgeting, and other financial management activities under the agency
cro, who is to report directly to the head of the agency on ﬁnanc1a1
management matters : e e

We beheve Customs has an’ effectlve CFO structure in place. The .
Commissioner has designated the Assistant Commissioner for
Management as the agency’s CFo, giving this person overall responsibility
for financial management and accounting systems, He reports directly to

* the Commissioner and has established financial management as a primary

area of focus. The current crFo structure should help ensure that ﬁnancial

: management improvements are a tugh agency priority.

I nnprovements are to be nnplemented one of Customs’ most immediate

- challenges is to instill continuity in its cro structure. In the past, financial

management leadership fluctuated. Between May 1986 and June 1990,
when financial management leadership was primarily vested with the
Comptroller, five dlfferent mdeua]s held this position, with the longest
tenure being 2-1/2 years. y

Puttmg more respons1b1hty for Customs’ financial management systems

 and related operations under the Cro poses a second challenge. For
- example, responsibility for setting policy guidance on the collection of

duties, taxes, fees, fines, and penalties at the ports of entry is under the
Assistant Commissioner for Commercial Operations. Also, the Assistant

- Commissioners for Information Management and Commercial Operations,

rather than the Cro, are responsible for overseeing enhancements to the
Automated Commerc1a1 System relating to éntry and collections
processing.

While conso]idating all financial management operations under the cro
would be the ideal situation, Customs’ multifaceted mission may make this
impractical. Active cFo involvement in directing, managing, and/or

- providing policy guidance and oversight of agency financial management

personnel, activities, and operauons as well as paltxmpanng fully in
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 agency information resources management decisions, can help remedy
- this situation. - : ,

omB's February 27,:;-1991, guidance for implementing the act (M'91-07) '

states that agericy cFos should have authority to establish, in coordination
- 'with program managers, an agencywide internal control process. The

guidance also states that the cro should have broad authority and

- responsibilities for financial management systerus, which extend to
+ (1) clearing the design for information systems that provide financial

and/or program performance data used in financial statements, (2)

- - ensuring that program information systems provide financial and
- programmatic data reliably, consistently, and promptly to agency financial
- management systems, and (3) evaluatmg the installwon and operation of
* .such systems :

Fmanc1a1 Management .

Plans

- agency, with adnumstranve suppon in proper proportion to programmatic

" transactions processmg, and asset management—at an acceptable level;

The CFo Act requires OMB to prepare and submit to the Congress a

governmentwide 5-year financial management plan beginning in 1992. The

~ act also requires agency CFOs to prepare and annually revise agency plans

to unplement OMB's 5-year financial management plan.

OMB'S 5-year plan isto mclude (1) a description of the existing ﬁnancia.l
management structure, (2) a strategy for developing and integrating .

. individual agency accounting, financial information, and other financial

management systems, (3) proposals to eliminate duplicate and other

' unnecessary systems, (4) financial management, personnel needs and (5) 2

plan for ensuring the annual audlt of financial statements of selected
executwe agencnes ;

On Apnl 13, 1992 OMB issued 1ts first 6-year plan to the Congress for
improving federal financial rnanagement. According to oMB, good financial

management

optimizes the flow of resources to the central programmatic mission of the

activities;

consistently conforms to legal and administrative requirements, and to
financial measures, approaches, and standards that are promulgated
separately from agency management;

consistently performs basic financial functions—such as accounting,

and
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- contnbutes mformanon that is objectively important to the progress,
~performance, and success of the agency. -

Underthe reqmrements of the cFo Act, Treasury must prepare a 5-year
plan. Although Customs, a Treasury entity, is not required to prepare a

3 5-year plan such a plan can help avoid ad hoc efforts and duphcaﬁon

We believe the agency plan could begm with an overall vision of its
objectives and direction. The plan could articulate on a broad basis an
agency's management controls, long-term commitment, goals, approach,
and focus for improving financial management. Customs’ plan also could
discuss how it will (1) establish linkages between accounting and budget

- information, (2) integrate programmatic and financial systems,
* (8) measure and provide reports on costs and performance of its programs

and services, (4) link deficiencies noted in its FMFIA reports to the plans for
improved systems, and (5) consider appropriate sharing or cross-servicing

- arrangements to reduce costs when appropriate. Such a plan would guide .

Customs’ efforts to implement oMB’s plan for improving financial
management focusing on accountability, efficiency and effectiveness, and
better decisionmaking. Also, this plan could be used as input into

Treasury’s 5-year financial management plan.

Developmg and Repomng
Cost Data and
Performance Measures

The CFo Act requires that agéncy financial inanagement systems produce
cost information and provide for the systematic measurement of
performance. To comply with the act, the agency's financial management

. systems need to be designed to collect data required to report cost trends

and other performance indicators. oMB guidance (oMB Bulletins 91-14 and
91-15) also requires that agency financial statements include information

© to assess management performance. Ultimately using this mformatxon will

be a key in strengthening program management.

Properly designed and reported,‘ performance indicators can be valuable
tools to agency managers, identifying problems before they reach critical .
proportions, Further, measures of performance can be useful to agency
decisionmakers in assessing alternative choices and fostering economy
and efficiency. Performance measures can also be used to objectively
evaluate the agency’s stewardship of the resources with which it is
entrusted.

Developing accurate cost data will be a major challenge to Customs since

it does not have a cost accounting system that collects and reports costs in
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a way-that will be useful to managers in their decision-making. Fot .

--exaraple, Customs currently must estimate the costs involved in

merchandise processing and passenger inspections in order to establish

_the fee charged for such services Customs’ new payroll system,
- implemented in Apnl 1992 is expected to capture labor costs for these

functlons

We also noted that the vpervfeﬁnaxiee data Customs collects are not always

. .aceurate or complete. For example, Customs’ Office of Internal Affairs

performed a June 1990 study of the Commercial Fraud Enforcement
Program, which showed that current information systems do not provide
an accurate and comprehensive picture of Customs’ enforcement efforts. -
In addition, a February 1991 study of the Fines, Penalties, and Forfeitures

.- Program concluded that the collection data for this program is not

accurately recorded in the Fmes, Penalties, and Forfeiture Module of Acs.

Ttis lmportant for the CFO to work mth program managers and mfonnaﬁon
* resources management personnel in developing meaningful performance

measurement systems. The development of these systems could be
discussed in the agency'’s financial management plan.

Impr,o'ving‘ Debt
Management and

Accounting for Property

The cFo Act specifically charges agency cros with responsibility for

. implementing asset management systems, such as those for debt

collection and property control. This would involve (1) the authority to set |
and monitor policies for debt collection and guidelines for physical

. property, equipment, and inventory control and (2) the ability to monitor

the application of these policies and guidelines. Hence, these difficult
issues deserve the cFo’s earliest attention so that (1) amounts owed the
government can be adequately accounted for and collected and

(2) property can be accurately accounted for and controlled.

 In developing Customs’ financial management plan, the c¥o needs to focus

on efforts to better account for and control its accounts receivable and
property. As we discussed in chapters 2 and 4, Customs would benefit
from an integrated accounts receivable system and a single debt
management system. Procedures also could be developed to (1) clearly
identify property that should be capitalized or expensed and (2) ensure
that all government furnished property is properly and accurately
recorded in Customs’ accounting systems.
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Fma.ncxal Management
Stafﬁng

.The CFO Act specifically gives the agency CFo responsibility for the .
" recruitment; selection, and training of personnel to carry out agency

financial management functions. oMB’s February 27, 1991, guidance states

- that agency cros should have authority to provide agencywide policy

“advice on financial management staffing matters, oMe’s guidelines state

that agency cFos should be responsible for (1) approving job descriptions
and skills requxrements for the heads of agency component financial
management activities, @ approving the people selected to fill these

posiﬁons, and (3) parncxpatmg in then' annual performance evaluations.

~ Inaddition, the agency’s overall financial management systems plan is to

provide a framework for identifying and addressing potential staffing
resource problems Supportmg a continuing education policy for agency
financial managers is also important in maintaining a well-trained and high
caliber financial management work force. Such a policy is recommended
by the Joint Financial Management Improvement Program! in its December

~ "1990 report, Continuing Professmnal Education: Federal GS-510

Accounfants ’

As w1th many federal agencies, Customs faces the challenge of attracting
and retaining an adequate number of people with the necessary skills to
staff financial management aperations. Also, as we discuss in chapter 4,
Custorns may benefit from hiring personnel from both the plivate and
public sectors with expertise in managing and collecting delmquent
receivables to staft' an Accounts Recelvable Department. ,

In addit:lon, our revlew showed that Customs’ financial management

-personnel would benefit from a structured financial management training

program: Customs recognizes this need and has developed training
requirements for financial management personnel,

“
Conclusions

The cro-Act provides a broad foundation to strengthen Customs’ financial
management operations. Customs has already taken a major first step in
implementing the act by designating the Assistant Commissioner for

-Management as its cFO and having strong support from the Commissioner

for the reform effort.

Customs faces major challenges as it proceeds to develop an mtegrated
financial management system, establish linkages between its accounting

¥The Joint F‘ihancial Management Improvement Program is 8 cooperative undertaking of OMB, the
Department of the Treasury, GAQ, and the Office of Personnel Management to improve financial
management practices throughout government,
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and budget information, and develop cost data and performance measures.
- These issues require bold action and the continuing support of top
management. The current leadership has made financial management
improvement a priority and will need to sustain this emphasis,

“The cFo Act requires that Customs prepare financial statements for fiscal
year 1992 as part of a pilot program and have them audited. As authorized
" by the act, we will audit these statements. As part of this work, we will
continue to evaluate Customs’ efforts to address issues mandated by the
act. ‘ ‘
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Appendix I

Comments From the U.S. Customs Service

Note: GAO comments

supplementing those Inthe -

report text appear at the
end of this append:x

Sea comment 1.

TIIE COVEVHISSIO‘\H‘JR OF CUSTOVIS

. JUN 4 m WAsnxxéfox. D.C.

MAN~1-OM:C:MC CBS

Mr. Donald H. Chapin ‘
Assistant Comptroller General
General Accounting Office
441 .G streetf NW.- ;

Washington, +.C. 20548

Dear Mr. Chapln.
I have rev1ewed the draft report preparad by

'your office on Customs financial management operations

and, for the most part, concur with the recommendations.
Your. report serves as a good summary of the problems
. Customs has experienced and documents much of the

' progress Customs has made in improving our operations.

We also want to note that wmuch of the discussions,
findings, and recommendations deal with areas which were
previously addressed by your office, the Office of the
Inspector General, or internal reviews and corrective

. actions are well underway, if not already implemented.

I have reservations, however, about certain
aspects of the report which tend to be misleading and, in
some cases, inaccurate. Of particular note, I am very
concerned with what appears to be a negative tone of the
Executive Summary portion of your report. It diverts
from the general nature of your report and tends to
undermine the progress and resolve with which Customs has
been aggressively pursuing improved performance and
results for several years. To say that "past improvement
efforts. . .have not been successful" and that %, ., ,top
nanagement has expressed its resolve to take necessary
corrective actions," negates the accomplishments we have
made to improve our operations to date and serves to
understate the commitment and actions taken by top
management. I strongly encourage your review and
modification of the Executive Summary to reflect the
balanced picture of Customs accomplishments and
.aggressive pursuit of further corrective, and progres51ve
measures as depicted in the body of your report.

v
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in rev1ew1ng your draft report, we take

exception and nonconcur with two. recommendations.
Segmenting protest resolutions and treatment of the
accounts receivable are the two recommendations at issue
) . ) . and we have prepared the enclosure in response. 2as

See comment 2. previously stated, we are in general agreement with most

o of your recommendations. However, we have also noted in

the enclosure areas where we believe your report .
inaccurately depicts or omits pertinent information used
in the development of several flndlngs and
recommendations.

_ I thank you for the opportunlty to comment on
the report and hope that our comments have bheen
beneficial in presenting an accurate appraisal of
financial management at the Customs Service. The audit
process was -a beneficial one. The discourse that took
place between auditors and managers over the course of
the audit was helpful to us in resolving some of the
outstanding issues:addressed in the draft report. We
look forward to rece1v1ng a copy of your final report.

Slncerely,

=

. Carol Hallett
Commissioner

Enclosure |

' Page 67 ' GAO/AFMD-92-30 Customs Financial Management



Appmmﬂxl .
(hmmnuna!ﬂnnﬂwlls.Cuﬂnmsﬂenﬂm

See comment 3.

‘See comment 4.

Financial Management Review
Response to GAO

§!E!E!!!!;EEQIEEI.EE&QL!IIQH
fINﬁlNB: ‘Customs policy precludes the collection of resolved ;

sections of a protest case.

RECOMMENDATION: Customs should eliminate its po1icy restrictions”" |
to allow the collection .of resolved segment of open protests in

order to support timely collectlons._

nssponss: customs maintains a legel obligation to’ nake one
decision on a protest case. 19 U.8.C. 1515 only allows for one
decision on a protest. . Customs must notify the protestant of a
denial and include a statement’of the protestant’s right to :
judicial review. Consequently, -Customs cannot release gome of:
the -associated entries for collection before resolving the entire
protest, - When the protest is resolved by Customs, ‘the protestant
must pay interest on any delinquent amounts owed. - The

recommended action to eliminate the policy restrictions to allow

the collection of resslved segment of open protests in order to
support timely. collections would not be in compliance with 19

U.5.C. 1515,

‘rrﬁﬁiudé Rate at which penalties and fees are recorded as

accounts receivable may grossly understate the true amount owed.

‘Recouusunnr:ous customs should record all receivables for FP&F

at the assessed amount and establish an allowance tor doubtful
accounts based on historical analysis.

RESPONSE: In accordance Wlth draft guidelines from the Office ofr

Management and Budget (OMB), Custons disclosure of Accounts
Receivable will be net of uncollectible amounts.  The basis and
the amount. of the uncollectible amounts will be disclosed in a
footnote to Customs auditable financial statements. Customs will
meet with GAO to resolve the footnote presentation as part of the
CFO audit effort of Customs fiscal year 1992 financial

 statements. The footnote currently being proposed will show all
non~Federal types of receivables .in the ‘aggregate less an

allowance. - An explanation of the ‘methodology for each type of

.receivable allowance will be explained as part of the footnote.
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See dommem 5.
Now on pp. 19.21,

See comment‘ 6.
Now on pp. 32-36.

See comment 7.
Now on pp. 49-51.

We believe the following information needs to be clarified in
your report.. ‘

. ®ines, ronalt:los and rornituru {FP&F) Collections
: (Page 22-23)

The report states that Customs does not expect to
collect. the assessed or mitigated amounts from FP&F
cases. While we seldom expect to collect the full
‘amount assegsed, ‘Customs does, in fact, expect to
collect the mitigatad amount without any factoring.

. collaction of Usér Faes
‘ {Page 43-48)

" puring the exit briefing on this review, Customs was
assured by the General Accounting Office (GAO) staff
that the report would do justice to the complexity of
the issues invelved in administering passenger
processing fees and harbor maintenance fees. In the

' case of passenger processing fees, the legal issues
raised by who maintains responsibility for ceollection
of the fee, who Customs relies upon for remittance, and
what the fee is based upon are not all resolvable by
actions taken by Customs. Similarly, with Harbor
Maintenance Fees, all the efforts made by Customs have
not and will not improve the accuracy and completeness

. 'of information received from external providers such as

. Bureau of -the Census and the Corps of Engineers. To
state or imply that Customs is wholly culpable is
lqnorlng the complex environment of assessing and
collectlng user fees.

L AIMS Development
: (page 67~69)

~ According to your report, AIMS development was
- unsuccessful and abandoned after spending three years

and over $4'million. ' This assertion does not g;ve
credence to the fact that the modules developed in-
house for use in AIMS continue to be used and are
proving to be valuable tools for continued use in
customs administrative systems. ' Furthermore, the
ancillary systems developed by Customs such as travel
and receiving could not be procured through off the-
shelf alternatives and these systems are of interest to

- other Federal agencies.
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See comment 8.

Now on pp. 52-53.

AIMS/ACS Coordination
{Page 72-73)

Coordination ‘of AIMS ‘and ACS’ development efforts is not
. formalized and documented according to your report.
However, for the last four years, Customs has
maintained a formal structure to assure coordination-
and integration of major system development activities.
The ADP Steering Committee which is comprised of all -

Assistant Commissioners and representative Regional
Commissioners under. the direction of the Deputy
Commissioner, is responsible for determining the
priorities and resource allocation for information
management system development efforts. Through
regularly scheduled meetings as well as at the working
group level, design and development efforts for all
‘major systems are coordinated.
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GAO Comments

The followmg are GAO's comments on the Us. Customs Service’s letter
dated June 4, 1992 o

1. The “Results in Brief” section of the executive summary now reflects .

~ Customs’ comxmiment to progress in resolvmg ﬁnanclal management
problems S , . ,

2. Dlscussed in Agency Comments” sections of the executive summary

. andchaptersZand4

3. Discussed in “Agency Comments" sections of executive summary and

chapter 4.

4, Discussed in “Agency Comments” sections of executive summary and
chapter 2 v

5. The report was revised to show that while Customs seldom expects to
collect the full amount assessed, it does expect to collect the mitigated
amount,

6. The report was revised to show that legislation authorizing the

passenger user fee program can hamper Customs’ collection efforts and
that Customs may receive inaccurate and incomplete export data from the
Bureau of Census.

7. Based on subsequent discussions with Customs, the report was
amended to reflect the current status of the three modules developed in
Customs’ in-house systems development effort. ‘

8. The report was changed to note the efforts of Customs’ ADP Steering
Committee and ADP working groups in coordinating design and
development efforts for all major systems. We also noted our reservations
about the effectiveness of these efforts.
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